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EDITOR’S FOREWORD 


Tus volume on Modern Insurance 
Tendencies is a successor to the volume 
on Modern Insurance Problems pub- 
lished by the American Academy ten 
years ago in March, 1917. That 
yolume sought to record the outstand- 
ing changes and tendencies of the 
preceding ten to twenty years and en- 
joyed a wide circulation. The present 
yolume aims to accomplish the same 
general purpose for the ten years that 
have followed. In fact, it was the 
continued demand for the first volume, 
even after such considerable lapse of 
time, that suggested the desirability of 
issuing a new and up-to-date volume on 
the same theme. 

The changes wrought within the 
feld of insurance during the past ten 
years have been numerous and impor- 
tant. Of outstanding significance is 
the remarkable increase in the volume 
of insurance as regards each of the 
three major types of underwriting, 
namely, life, property and casualty 
insurance. During 1925 American 


_ life insurance companies collected in 


premiums nearly $2,384,000,000, casu- 
alty companies operating in the United 
States $777,000,000, and property in- 
surance companies of all kinds operating 
inthe State of New York nearly $1,787,- 
000,000, or a total of nearly five billion 
dollars ($4,948,000,000). Compared 
with the premium income of 1915, the 
1925 figures indicate a decennial growth 
of 204 per cent for life insurance, 102 
per cent for fire, marine and the other 
forms of property insurance, and 385 per 
cent for the various forms of casualty 
insurance. If to the preceding total 
there be added (1) the cost of insurance 
protection granted by the numerous 
property insurers not licensed to do 


_ business in New York, the numerous 


municipal, state and Federal insur- 
ance funds along many lines, the many 
mutual aid societies and fraternal 
orders, and the large number of self- 
insurance funds along fire, marine, 
life, compensation and pension lines, 
and (2) the cost of the large volume of 
American insurance placed directly 
with unauthorized foreign insurers, the 
conclusion would seem to be justified 
that the American public is now con- 
tributing annually in the neighborhood 
of $6,000,000,000 for insurance protec- 
tion. Moreover, insurance companies 
in the United States now hold assets 
equal to about one dollar out of every 
twenty-five dollars of the nation’s 
total wealth. A business of such 
magnitude naturally undergoes numer- 
ous changes in operating methods or 
types of service rendered, and is bound 
to face many problems of a far-reaching 
nature. The larger portion of the 
present volume is devoted to the 
discussion of such changes and prob- 
lems. 

Another notable tendency during the 
past decade has been the remarkable 
growth and transformation of some of 
the newer fields of insurance. Particu- 
lar mention should be made of auto- 
mobile insurance, “use and occupancy” 
or “business interruption” insurance, 
and the various forms of weather in- 
surance. The first has grown from 
insignificant proportions ten years ago 
to a premium income of about $350,- 
000,000, and is confronted today with 
widespread agitation for compulsory 
coverage through legislative enactment. 
Business interruption insurance—pro- 
tection against loss of profits and un- 
avoidable overhead and fixed charges 
through the temporary or total inter- 
ruption of business through fire or 
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some other hazard—is probably the 
most discussed subject in the field of 
property insurance at the present 
time. Its mission is so far-reaching 
economically that it is bound ultimately 
to become one of the most important 
types of coverages. In fact, its growth 
has been described “as knowing no 
limit other than the limit upon the 
income-producing ability of physical 
property.” Crop instrance against 
the adverse forces ot nature,—hail, 
frost, storm, drought, excess rain, plant 
disease, etc..—is also commanding 
serious investigation and experimen- 
tation in many quarters. It is of tre- 
mendous importance to the agricul- 
tural community, and has had the 
economic consideration of Congress in 
recent years. Five of the volume’s 
articles, it should be stated, are devoted 
to a discussion of the newer types of 
coverage that are looming large in the 
public estimation. 

To an ever-increasing extent insur- 
ance service is also being directed 
towards the prevention of loss in the 
first instance. Formerly, the function 
of insurance was regarded primarily as 
“risk bearing,” whereas today the 
emphasis is more and more upon “risk 
prevention.” The latter function is 
distinctly gaining in importance as 
compared with indemnity. Preven- 
tion of loss in the first instance with 
respect to human life and property 
values is real insurance—probably the 
most important insurance activity of 
all—and from both the business and 
social standpoints should always take a 
place alongside of indemnity. As time 
passes, a larger and larger proportion of 
the premium income of insurers along 
all lines should be devoted in. the in- 
terest of loss prevention. Practically 


all types of property and casualty 
insurers—fire, marine, bonding, com- 
pensation, steam boiler, credit, title, 
etc.,—are recognizing the service of 
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‘public and the home offices. 


loss prevention and their natural 
obligation and fitness to handle the 
matter. More recently the same ides 
has also been assumed on a much larger 
scale by life insurance carriers, with g 
view to performing the same creatiye 
function in the conservation of the life | 
value that property insurers perform 
with reference to property values, 
Not only is there a rapid extension of 
periodic medical examinations to 
policyholders, but the thought is being 
extended even to the surveying and 
rating of entire communities from 4 
health standpoint. The service js 
beneficial to all parties concerned—the 
underwriting company, the insured, 
the beneficiary, and most of all society 
as a whole. Owing to the importance 
of the tendency, three articles ar 
devoted to a discussion of the subject 
from the standpoints, respectively, of 
life, property and casualty insurance. 
Lastly, attention should be called to 
the impressive way in which insurance 
has been recognized by American 
universities and colleges during the 
past decade as an integral part of their 
educational program. At the same 
time numerous company and agency 
courses of study have also been started 
with a view to educating the vast field 
force that serves as the principal con- 
necting link between the insuring 
At least | 
seventy-one universities and colleges | 
are now offering separate courses in| 
insurance. About half of these first’ 
adopted such instruction in 1920 or 
thereafter, about three-fifths since 
1918, and about three-fourths sinc 
1915. Thirty-nine of the aforemen- 
tioned institutions have extended their 
instruction so as to devote separate’ 
courses to one or more of the major 
divisions of insurance, thirty-eight 
offering a course in life insuranee, 
thirty-five in property insurance, and/ 
nine in casualty insurance. As 4 
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jyrther development, mention should 
he made of the fact that nine institu- 
ions of higher learning require an 
insurance course for all of their stu- 
fents in business, that one additional 
iversity proposes to adopt the same 
| plan in the near future, that three more, 
jthough not requiring the course, 
yevertheless strongly recommend the 
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same to all their students in business 
subjects, and that four require such 
instruction of all students specializing 
in financial subjects. Such progress is 
indicative of the increasingly high 
regard for insurance as an institution 
designed to promote individual and 
social welfare. 
S. S. 
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HE goal of the life insurance 

company today is to bring to 
fruition the promise of the Psalmist,— 
“The years of our life are three score 
years and ten.” The health activities 
of insurance companies may prove to 
be one of the causes which will bring to 
pass his further statement, “And if by 
reason of strength they are fourscore 
years!” From the viewpoint of so- 
ciety, no purpose could be more impor- 
tant than prolonging life; from the 
standpoint of insurance companies, 
none could be more economically 
sound. Because this problem of life 
conservation is so significant, it may 
prove interesting to record the progress 
which has been made in the last decade 
and to outline possible future develop- 
ments. In a paper appearing in this 
publication in March, 1917,' I gave the 
reasons which made health conserva- 
tion, community social work of the 
utmost value and good insurance 
practice. All that I said, then, holds 
equally true today. 

Twenty years ago, except for the 
requirement of physical examination 
designed to select suitable risks, insur- 
ance companies paid little attention 
to the health of policyholders. Now 
many activities are undertaken un- 
dreamt of a decade ago. Periodic 
health examinations of apparently well 
persons is being popularized; the atten- 
tion of the man on the street is being 
| directed to the rules of hygienic living; 


Lee K. Frankel:—‘ Conservation of Life By 
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The Role of the Life Insurance Company in Health 
Conservation Programs 


By Lee K. Franke , Px.D. 
Second Vice-President, Metropolitan Life Insurance Company 


public health work has made notable 
progress; sanitary regulations are well 
enforced—water and milk supplies on 
the whole are adequately safeguarded. 
Diseases about which we know the 
origin and methods of treatment are 
well under control. To secure these 
results insurance companies have 
heartily co-operated. 
PREVENTIVE MEASURES 

Realizing the preventability of dis- 
ease and the savings which might 
accrue from health education, life 
insurance companies, both here and 
abroad, have embarked upon ambitious 
health conservation campaigns. It is 
difficult to conceive of a more promising 
program, especially if, as has been 
estimated, from one-third to one-half 
of the deaths occurring annually may 
be prevented or at least materially 
postponed. 

One of the most useful disease pre- 
ventive measures is periodic health 
examination. Many insurance com- 
panies are now offering it to policy- 
holders. This constructive activity 
may add five years to the life expecta- 
tion of the average person between 
the ages of forty-five and fifty. The 
Metropolitan Life Insurance Company 
was among the first to offer this service. 
In 1914, it authorized the Life Exten- 
sion Institute to examine certain classes 
of policyholders in its Ordinary Depart- 
ment. Up to 1926, 223,500 examina- 
tions had been made. 

Other insurance companies followed 
suit—forty-two insurance companies 
are now using the facilities of the Life 
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Extension Institute. Among them are 
the Guardian Life, the Penn Mutual, 
the Western and Southern, etc.; like- 
wise many smaller ones. Companies 
granting this privilege are found in 
all parts of the country—in Kansas, 
Illinois, California, North Dakota, 
Arkansas and in Canada. A number 
of companies, including the National 
Life and Accident of Nashville, the 
Alabama National, and the Southland 
Life of Dallas are using other facilities 
of the Life Extension Institute and are 
broadcasting and publishing material 
supplied by the Institute. The John 
Hancock Mutual Life Insurance Com- 
pany, the Provident Mutual and the 
Equitable of New York give free 
examinations through their medical 
examiners. The Missouri State Life 
has announced that it will offer free 
health tests to policyholders, irrespec- 
tive of the amount or plan of policy. 

The Metropolitan Life Insurance 
Company has carefully analyzed its 
experience with the Life Extension 
Institute. The histories of 6000 indi- 
viduals examined during the first years 
and their progress to July, 1924, were 
studied. There was a saving of eight- 
een per cent in the expected mortality. 
The greatest saving in mortality oc- 
curred at the ages {between forty and 
sixty. Marked reduction in mortality 
was found among those suffering from 
fairly serious impairments. About 
1400 individuals had disabilities so 
grave that they would have been 
rejected for most forms of insurance. 
Nevertheless, this group gave a ratio of 
actual to expected mortelity of only 
eighty-two per cent of ihe American 
Men Table. Apparently these policy- 


holders had profited by medical advice 
—in no other way could this favorable 
showing be explained. 

Equally promising is the extension of 
nursing service to sick and disabled 
policyholders. The Metropolitan in- 


stituted nursing service for industrig| al | 
policyholders in 1909. Recently the} (nein 
John Hancock Mutual Life Insurangg| health 
Company organized a similar servigg | Travel 
The West Coast Life Insurance Com,| fartfe 
pany, the Aetna, and the Traveleny) broadc 
offer nursing privileges to group poliey.} genera 
holders. 

Publication of health literature jg} mater! 
another important activity of insurang | 
companies. The kinds of health book} tion p! 
lets issued are too varied to enumep| John | 
ate. The Metropolitan has published} Comp: 
a fairly complete elementary health} diphth 
library of more than one hundred} throug 
pamphlets. Very striking is the work pital 
of the Travelers’ Insurance Company} histor! 
along safety engineering lines, }tj which 
publishes a monthly bulletin devoted} diphtl 
to safety—its theory and _ practice) prever 
The Prudential, the Connecticut Ges} Metro 
eral, the New York Life Insurang}’ 
Company, the Guardian, the North|the b 
western Mutual, and the Equitabkj period 
Life Assurance Society, issue health} other, 
literature. The National Reserve Lik anally 
of Topeka employs professor nillior 
physical training to prepare bulletins ilm d 
on keeping fit. 


GENERALIZING HEALTH PROPAGANDA 
The health propaganda of insurane tion i 


companies is utilizing the facilitie, compé 
of modern civilization—radio, m tion fi 
zine and newspaper publicity, nursing Ameri 
service, health exhibits, research by made 


reaus, the refinement of statisticd Came 
methods, the public school system, anf prevel 
motion picture films. The Metropol tuberc 
tan Life Insurance Company cond the or 
a daily gym class over the radia : 
More than 200,000 letters were recei 
in the first year and a half requesti 
exercise charts. The Southland Li 
Insurance Company of Dallas has 
broadcasting daily exercises since 1 
The Company estimates that 30, 
people are doing “the daily dozen" !thas 
under its direction. The Union Cemtion t 


ustrig)| tl Life Insurance Company of 
Ly the Gneinnati, Ohio, is broadcasting a 
range | jealth program Sunday evenings. The 
ervigg | Travelers’ Insurance Company of 


Com.| Hartford, Connecticut, has its own. 


velen?| broadcasting station. Included in its 
rolicy.| general radio program are talks on 
iealth subjects, safety lectures and 
ure jyj material suitable for school children. 

trang} Two companies have prepared mo- 
book.| tion picture films on diphtheria. The 
umen| John Hancock Mutual Life Insurance 
lished} Company’s film depicts the dangers of 
health} diphtheria and the method of protection 
through toxin-antitoxin. The Metro- 
work! politan Life Insurance Company has a 
pany historical film, ““New Ways for Old,” 
s. Kiwhich contrasts the treatment of 
votel| diphtheria in 1860 with the modern 
tice} preventive methods of today. The 
Gen Metropolitan has two other films—one, 
rane! “Working for Dear Life,”” which shows 
lorth|the benefits to be derived through 
itabkj periodic physical examinations; an- 
vealth} other, ““One Scar or Many,” deals with 
e Lik} smallpox. Over seven and a_ half 
or di million people have seen these films. A 
letin| film dealing with the dangers of over- 
reight is in preparation. The Pruden- 
tisi Life Insurance Company has health 
ANDI dides which are suitable for distribu- 
rang tion in schools. Some of the casualty 
ilitie| companies have safety and fire preven- 
tion films. The Modern Woodmen of 
ing America, a fraternal organization, has 
made a two-reel film, ““The Man Who 


prevention work and picturing the 
tuberculosis sanatorium maintained by 
the organization. 

i Fraternal insurance organizations 
have become interested in health 
ing Service work. The National Fraternal 
Congress composed of sixty-seven fra- 
ternal associations with a membership 
of 11,000,000 has recently undertaken 
an active health educational program. 
zen’ It has a committee on health conserva- 
in to prepare health literature and 
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health articles for fraternal magazines. 
Certain fraternal benefit societies con- 
duct hospitals and sanatoria. The 
Woman’s Benefit Association maintains 
forty health centers in various ®cities 
where members may receive free exam- 
ination, advice and medical care. 
Traveling physicians make health ex- 
aminations; there is a free nursing 
service for sick members, and summer 
camps for recreation. The National 
Fraternal Congress is considering giv- 
ing periodic health examinations to its 
members. 


Work or ForeIGN COMPANIES 


Foreign insurance companies are 
evincing interest in health educational 
work. The Wesleyan and General 
Assurance Company of Birmingham, 
England, has established a Health 
Service Bureau and is issuing pam- 
phlets on health subjects. The Mutual 
Property Insurance Company, Ltd., 
after a study of American methods has 
established a nursing service and has 
issued health pamphlets. The General 
Assurance Society of England and 
other British companies are working 
along similar lines. Two Australian 
companies have established health con- 
servation and nursing services. The 
insurance department of the Japanese 
post office has engaged in active health 
propaganda. The Nippon Life Assur- 
ance Company has established a Social 
Welfare Foundation to commemorate 
the wedding of the ruling monarchs. 
The company has organized activities 
to promote public health and hygiene 
and in particular, to combat tubercu- 
losis. It provides care for children and 
nursing mothers. It distributes health 
literature, organizes lectures and health 
exhibits and other health activities. 
The company has established a free 
Consultation Bureau which makes 
examinations and gives treatments. 


This is one of the most far-reaching 
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foreign health programs. It closely 


follows American methods. 


Heartu Work or tHE METROPOLITAN 


As an illustration of the health work 
of insurance companies, I shall briefly 
detail the activities of the Metropolitan 
Life Insurance Company. In 1909 
in announcing the organization of a 
“Welfare Division,” the company 
stated that “insurance, not merely as a 
business proposition, but as a social 
program, will be the future policy of 
the company.” It was believed that 
sickness and death could be appreciably 
reduced by a continuous campaign of 
education in personal hygiene; that 
policyholders could be interested to 
participate actively in community 
health work and civic betterment; that 
insurance agents could be of value in 
spreading the message of health; that 
co-operation could be extended to 
health officials and welfare organiza- 
tions to facilitate their work; that 
constructive health legislation and 
more adequate appropriations for 
health work could be secured. 

A large number of policyholders were 
workingmen and their families. Their 
mortality was materially higher than 
that of the population. A special table 
of mortality known as “The Industrial 
Table” was used for this group. As 
late as 1911, the death rate was 12.5 
per cent as compared with a rate of 
10.1 per cent in the general population. 
The greater mortality contributed to 
the relatively higher cost of industrial 
insurance. The health campaign to- 
day reaches more than 23,000,000 
people—one-fifth of the entire popula- 
tion of the United States and Canada. 

The health literature issued by the 
company interprets scientific medicine 
in readily understandable terms. A 
series of more than 100 pamphlets 
deals with diseases, such as cancer, 
measles, whooping cough, diphtheria, 


etc.,—their symptoms and treatmey 
The need of trained medical advice 
stressed. Other booklets deal wij 
first aid, accidents, rules of hyg; 
the care of the baby and the 
child, the health of the worker, 
hygiene and so on. In 1926, for » 
ample, 44,247,526 pieces of li 
were distributed, bringing the total 
over 420 million. A quarterly heal) 
magazine has a circulation of more 

5 million copies. 

A visiting nurse service was estab 
lished in 1909. Nursing service is noy 
available in over 4000 communities 
the United States and Canada. Nearly 
30 million visits have been paid~q 
these, 3,188,417 visits were made 4 
633,789 patients in 1926. In 1900, 
visiting nursing was intended largely 
for the poor. The Metropolitan hay 
extended the scope of hea!th nursix 
by making it available to self-sy 
porting and economically independent 
persons. Public health nursing he 
been popularized. The middle classes 
as well as the poverty-striken, ~all upm 
the public health nurse. Scholarship 
for additional professional training i 
public health problems have bee 
granted to nurses. Nursing institute 
under the direction of com 
supervisors have been organized. 
Company in co-operation with 
University of Montreal, the Provincia 
and local health departments and th ; 
Anti-tuberculosis League, is conducting 
a training center for the educationd 4, 
French-speaking nurses. 

In addition to literature and nursing 
other efforts have been made to educate 
policyholders in personal hygiene. 4 
Health and Happiness League we gj 
organized for juvenile policyholder 
Sanitary drinking cups and pattem 
for making drinking cups have 
distributed. Co-operation has bee 
given in campaigns for clean-up weeks gy’s 
street safety, recreation, and chil Seou 


tment! welfare. A series of traveling health 
lvice i) exhibits have been distributed. Noth- 
| with ing has been more significant than the 
Ygiew| gontinuous efforts which have been 
made to show policyholders insured in 
the Industrial Department their re- 
for e sponsibilities as citizens. Special at- 
tention has been paid to foreign-born 
otal policyholders and those of foreign 
tage. Literature has been trans- 
re lated into their mother tongue. 
Classes in English have been organized. 
Agents have encouraged them to apply 
for citizenship. Practical advice and 
service regarding immigration laws 
have been given to policyholders having 
| gelatives coming to the United States. 
| A field staff of almost 25,000 agents 
| and managers has been taught to be 
messengers of heaith. A special corre- 
spondence course and periodical meet- 
ings have developed this viewpoint. 
Agents are instrumental in securing 
better health and living conditions in 
their communities. They have made 
close contacts with Health Depart- 
ments and assisted Health Officers 
in obtaining increased appropriations. 
They have co-operated in special 
campaigns for typhoid inoculation, 
toxin-antitoxin immunization, etc., and 
have persuaded many parents thus 
to protect their children. With the 
m™ slogan, ‘‘ No More Diphtheria in 1930,” 
a special drive to eradicate diphtheria 
ut in New York State is being conducted. 
ictil! Special literature has been distributed 
to policyholders during epidemics. 
_ Through the aid of agents, a model milk 
ordinance, advocated by the United 
States Public Health Service, has been 
secured in many communities. 

Similar co-operation has been given 
the medical profession, to private 
health organizations, and to associa- 
tions interested in health campaigns, 
such as safety councils, parent-teach- 
er’s associations, women’s clubs, Boy 


Scouts and Girl Scouts. The com- 
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pany’s literature has been given freely 
to these associations. The story of the 
Christmas Seal has been made the 
subject of magazine publicity. Special 
club papers, charts and campaign bills 
have been prepared for women’s clubs 
seeking to arouse public consciousness 
to the importance of modern health 
work. A special bureau of the com- 
pany has made close contacts with the 
public schools and has prepared special 
school literature. Special studies in 
school health have been undertaken, 
under the auspices of an Advisory 
Educational Group and in co-operation 
with New York University, the Uni- 
versity of Michigan, Columbia Uni- 
versity, and the Massachusetts Insti- 
tute of Technology. 

Through its policyholders, the com- 
pany has encouraged legislation for the 
promotion of health. In 1909, Chicago 
policyholders were advised about the 
merits of a proposed municipal tubercu- 
losis sanatorium. Successive efforts 
have been made to focus the attention 
of the policyholders on proposals for 
bond issues for the erection of sanatoria 
and hospitals; on proposed appropria- 
tions for state and municipal depart- 
ments of health and for the establish- 
ment of county boards of health; on 
proposed legislation for playgrounds; 
on laws minimizing the dangers of 
street accidents and on _ proposed 
amendments to state constitutions 
affecting child labor. There has been 
frequent occasion to arouse interest 
in communities to secure pure milk 
ordinances and to permit the use of 
safe milk. The tenement house situa- 
tion in various communities has been 
brought to the attention of policy- 
holders. Improved systems of sewage 
disposal and water supply have come 
about in many communities through 
their efforts. Other activities in this 
direction have been attempts to secure 
a Federal Department of Health, an 


— 


1 
j 


6 Tue ANNALS OF THE AMERICAN ACADEMY 


amendment to the state constitution in 
New York for a Workmen’s Compensa- 
tion Act, laws for full-time health 
officers, ordinances for pure milk and 
water, compulsory birth registration, 
vital statistics, provision of free toxin- 
antitoxin, and better methods of disease 
control. 

In the desire to find new avenues of 
disease prevention and to give practical 
application to discoveries in preventive 
medicine, the company has undertaken 
surveys and demonstrations. Unem- 
ployment surveys were made at the 
request of the United States Depart- 
ment of Labor. Sickness surveys have 
been conducted in various cities. A 
demonstration in tuberculosis control 
in Framingham, Massachusetts, was 
conducted in co-operation with the 
National Tuberculosis Association. A 
sanitary survey of New Orleans was 
made. A special committee of the 
American Public Health Association to 
study health practices in large cities 
was financed. A demonstration was 
undertaken in the Province of Quebec 
to reduce infant mortality. A com- 
mission appointed by the company has 
been studying influenza and pneumonia 
and the common cold. Another com- 
mittee, appointed by the company, is 
making a study of burial costs. 


LENGTHENING OF Lire-SPAN 


The result of this has been a length- 
ening in the life-span of Industrial 
policyholders in excess of the improve- 
ment which one might reasonably 
expect from the record of the general 
population. Thus, between 1911 and 
1925 the expectation of life of In- 
dustrial policyholders increased 8.88 
years, while the gain in life expectancy 
for the general population of the United 
States Registration Area was only 5.16 
years. In 1925, the expectation of 
life among Metropolitan Industrial 
policyholders was 55.51 years, as 


R 
compared with an expectation of 46,63 | expe 
years, in the two years 1911-19jg | slon 
combined. A 

The greater extension in the life-span | may 
for the Industrial policyholders over | 1911 
that discovered for the general popula. | decli 
tion was due, of course, to the mong | per 
rapid fall of the death rate among these | popu 
insured wage-workers. Between 191] | theri 
and 1925, the Industrial policyholders’ | Indu 
death rate declined 32.5 per cent and | what 
among the general population of the | gene 
Registration Area only 15 per cent, | the } 
This decline in mortality among poliey- | twee! 
holders resulted in a saving (over and | cent, 
above that expected from the general | recor 
population) for the whole period | Regi: 
1911 to 1925, amounting to 240,744 | Fort 


persons. coug 


DecuinE tN Mortaity Rates rapid 


Another way of looking at the re | popu 
markable improvement of the insured | tratic 
Industrial population is to compare the | disea 
difference in 1911 and in 1925 between | this 
the death rate for this group and for the | than 
general population. In 1911, the death | twee: 
rate of policyholders in the Indus | 14.6] 
trial Department was 24.3 per cent in | peral 
excess of that for the general popula- | the g 
tion. In 1925, the policyholders’ death | only 
rate was 8.46 per 1000, and this was 
actually lower than the crude death 
rate which occurred in the genera| Lif 
population of the United States Regis | tribu 
tration tates, 8.57 per 1000. Amer 

For 1926, we have the information| of th 
only for the Industrial policyholders. And 
The facts show that in that year there | hygie 
occurred 63,330 fewer deaths than if) work 
the mortality rate of 1911 had pre) edge 
vailed. It is, of course, at this time) comn 
impossible to compare the 1926 death! been | 
rate for policyholders with that for the well-<c 
Registration Area, but when the figures| still t 
become available Icter on, it will be healt! 
shown, in all probability, that the 1926) free — 
death rate of these insured persons was begin 
lower than it would have been if the or sta 


q 


46.63 | experience of the general population 
1919 | slone had prevailed. 

A few facts for important diseases 
span | may be of interest. Thus, between 
over | 1911 and 1925 there was a greater 
pula. | decline in tuberculosis mortality (56.3 
more | per cent) than among the general 
these | population (45 per cent). For diph- 
191] | theria, the death rate among our 
ders’ | Industrial policyholders declined some- 
and | what more rapidly than it did in the 
' the | general population of the United States, 
cent, | the decline for the policyholders be- 
licy- | tween 1911 and 1925 being 62.6 per 
and | cent, a more favorable figure than that 
neral | recorded over the same period for the 
riod | Registration Area (58.3 per cent). 
),744 | For measles, scarlet fever and whooping 
cough the death rate among the Indus- 
trial policyholders also declined more 
5 | rapidly than it did in the general 
> re | population of the United States Regis- 
ured | tration Area. The decline in the 
» the | diseases relating to childbearing over 
veen | this period was also more favorable 
rthe | than in the general population. Be- 
eath | tween 1911 and 1925 a reduction of 
dus- | 14.6 per cent in the death rate for puer- 
it in | peral diseases was recorded, whereas in 
ula- | the general population the decline was 
eath | only 9.6 per cent. 


path Wauat Is NEEDED 


eral} Life insurance companies have con- 
egis- | tributed to the improved health of the 
American people. The economic value 
tion | of their work has been demonstrated. 
lers. And yet, while standards of personal 
here | hygiene have risen, community health 
n if) work is incomplete. Existing knowl- 
pre-| edge of the causes and prevention of 
time| communicable diseases has not yet 
sath! been fully applied. Communities with 
the | well-organized health departments are 
ures| still too few; the trained and efficient 
| be health officer, appointed for merit and 
9%) free from political pressure, is just 
was beginning to obtain r~cognition. Cities 
the or states with ample appropriations for 
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activities essential to a modern health 
department are still the exception. 
There is need of adequate laws to safe- 
guard water supplies, milk supplies, 
and foodstuffs. Campaigns of educa- 
tion by the health authorities to secure 
co-operation of an educated and en- 
lightened citizenry must be more fully 
organized and developed. 

Is not such a campaign for life 
prolongation worth while from both 
the social and economic aspect? What, 
then, should be the relation of the great 
institution of life insurance to this 
altruistic effort? As I pointed out in a 
previous paper,’ it is not the function 
of any one particular company, but 
should be the joint obligation of all. 
Acting co-operatively, life insurance 
associations should organize a bureau 
of health conservation in command of 
ample funds and adequate personnel. 
Such a bureau should undertake active 
propaganda in the education of policy- 
holders so that eventually an educated 
public may be assured. It should 
endeavor to secure legislation—Federal, 
state and municipal—from which com- 
petent health administration would 
result. Its energies would be directed 
wherever it were feasible to secure 
adequate appropriations for comprehen- 
sive and constructive preventive health 
work. The proposed bureau should 
use its influence and power to combat 
the attempts which are daily being 
made to undermine scientific medicine, 
amend existing laws, and let down the 
bars which now protect the public 
health. 

If such a bureau could be organized, 
representing as it would the joint efforts 
of the life insurance companies, with 
the backing and the support of all 
groups in the community and possess- 


2 Lee K. Frankel, “Life Insurance and Public 
Health.” An address delivered at the Inter- 
national Convention of Life Underwriters, 
Atlantic City, N. J., September, 1926. 
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ing power to formulate and develop a 
comprehensive health program, we 
could assuredly look forward to a 
steady reduction, year by year, in the 
death rate and an indefinite prolonga- 
tion of life. For, in spite of the 
splendid progress which has been made, 
we are still far from having attained the 
limit of the life span which our pres- 
ent knowledge of preventive medicine 
makes possible. At least ten years 
more could be added to the prevailing 
expectation of life for the average 
person in the United States. This is a 
most conservative estimate which does 


not take future medical progress jnty 
account. Researches are now goj 

on in laboratories and clinics into th 
cause and prevention of cancer, pney. 


monia, infantile paralysis, the commgy! 


cold, influenza, and other diseasg 
whose etiology is as yet not fully unde. 
stood, which may revolutionize presen 
methods of treatment. When we hay 


these in our grasp and they follow in th 
wake of yellow fever, smallpox and the 
other diseases which we have conquered, 
we may confidently look forward to, 
life expectancy of seventy, eighty, eve 
100 years—who can say? 
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Co-operation Between Life Insurance and Trust 


Companies 


By Epwarp A. Woops 


President and Manager, The Edward A. Woods Company 


NDURING institutions arise only 
when the need for them occurs 
concurrently with facilities for supply- 
ingthem. They are not invented but 
are rather evolutions. When savages 
roamed this continent, not only were 
sock exchanges, universities, trust 
companies or large emporiums not 
needed, but to supply them would then 
have been impossible even had the need 
existed. Leonardo da Vinci could not 
have made a successful flying machine 
when the gas engine, electric batteries 
and many other essentials of the mod- 
erm aeroplane were unknown. 


In Response TO MopERN NEEDS 


The life insurance company and the 
trust company are both products of the 
times. There are certain requisite 
factors necessary to establish and main- 
tain a modern life insurance company 
which did not exist in this country one 
or two centuries ago and do not exist 
to-day in most foreign countries. The 
mathematical and mortality data upon 
which such companies are founded, the 
intricate systems of communication 
which enable a company with head- 


quarters in New York City to have 
nillions of policyholders scattered in 
every village, town and hamlet in the 
United States and safe methods of re- 
mitting and investing vast sums of 
money did not exist before the days of 
banks, post offices, railroads and tele- 
graph. Then, too, life insurance would 
have been impractical when com- 
paratively few people had the means to 
provide it. In a country where daily 
existence is difficult, the thought of 


providing for one’s family after death 
or making provision for one’s own old 
age is but an idle dream. It is only in 
the last century that any appreciable 
proportion of the population of this 
country have had sufficient means to 
provide for other than their daily wants 
and in addition something for invest- 
ment in banks, life insurance, bonds or 
other securities. Just a little over a 
century ago the Duke of Wellington 
opposed the establishment of savings 
banks in England on the ground that if 
the laboring man was earning more 
money than he needed to live on, his 
wages should be reduced! 

Less than a century ago, when the 
average duration of human life was 
about forty years, the expense of life 
insurance would have been prohibitive. 
It is estimated that for every year of 
life saved now in this country, the cost 
of insurance is reduced some forty mil- 
lion dollars. Were the same amount of 
insurance in force now possible in 1850, 
the cost would have been $720,000,000 
more than is paid for such protection 
to-day—an increase over the present 
cost of almost thirty-five per cent. It 
is unnecessary, however, to enumerate 
all the changing conditions necessary 
to make the establishment of a modern 
life insurance company possible. 

The trust company is also a very 
recent response to a modern need. It, 
too, requires certain financial condi- 
tions and modern facilities to exist. It 
is the product of conditions and times 
when people have estates to leave, se- 
curities to lock in safe deposit boxes, 
when multitudinous laws of many po- 
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litical jurisdictions complicate the in- 
heritance of property. The need for 
corporate executors such as the trust 
company became manifest when there 
were a sufficient number of estates and 
trusts to be administered which re- 
quired experience and technique in or- 
der to settle estates economically. Our 
Puritan forefathers were little con- 
cerned with the problem of whether 
their widows or spoiled sons would 
dissipate large estates for the simple 
reasons that there were no large es- 
tates and few idle sons. Today in 
every American city there are parents 
deeply concerned with this question 
who are turning to the trust companies 
for an answer. 

The English nobility, earlier faced 
with the problem of the dissipation of 
estates upon inheritance, developed the 
law of Entail under which the oldest 
son inherited the property and could 
not dissipate it. This rigid arrange- 
ment applied only to the oldest son and 
concerned the relatively few estates of 
the nobility. It was thus an aristo- 
cratic institution. The American trust 
company, on the other hand, is a dem- 
ocratic institution and provides for the 
administration of not only the large 
estate but the small one and permits 
the testator to leave property not only 
to the oldest son or next of kin, but to 
anyone whom he may choose as an 
heir. 

Lire INsurANCcE vs. Trust CoMPANIES 


It is obvious that there are essential 
differences between the chief functions 
of life insurance companies and trust 
companies and yet many places where 
the functions of one organization natu- 
rally supplement those of the other. 
The life insurance company is becom- 
ing ever-increasingly a national insti- 
tution. Whether its office be in Los 
Angeles or Boston, its clientele extends 
throughout the entire country. Its 


policyholders may comprise millions ¢ 
people scattered over every state anj 
its funds may in turn be invest 
nation-wide. 

On the other hand, the trust com. 
pany is chiefly a local institution. Thy 
banking facilities, its function as 
istrar of bonds, as a rentor of safe de. 
posit boxes, as a custodian of wills, x 
the acceptor of trusteeships and th 
function to act as administrator, ¢e. 
ecutor or trustee of an estate are gep. 
erally confined to the community jp 
which the trust company is located 
A trust company in Dallas, Texas 
secures very little business from Jack. 
sonville, Florida, or Richmond, Vip. 
ginia; a life insurance company with 
headquarters in Boston or Philadelphia 
may do a larger business in some dis 
tant city than any local company 
there. 

There are many functions of each 
institution in which the other is but 
little interested. No life insurane 
company is a bank of deposit and the 
charters of most companies provick 
that every contract shall involve som 
life contingency. With the exception 
of immediate annuities, it is not the 
function of the life insurance company 
to act as trustee of funds except for the 
distribution of those arising from the 
maturity of a life insurance policy, and 
even then the company is subject to 
certain limitations. A life insurance 
policy is a contract to pay; a trust is 


an agreement to hold or distribute 
funds often with wide discretion. _ Life 
companies do not act as transfer agents, 
rentors of safe deposit boxes, receive 
savings or perform other banking) 
functions that are the regular dutie 
of trust companies. 

The trust company, on the other 
hand, does nct create estates. It takes 
care of funds already providell 
Through life insurance estates are 
created and the trust*company acting 
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Co-OPERATION BETWEEN Lire INSURANCE AND Trust COMPANIES 


asexecutor conserves them. Of course, 
both institutions are interested in 
stable conditions and the prosperity 
of the community. The business of 
both is materially aided by prosperity, 
thrift, sound financial conditions, wise 
legislation and a healthy, long-lived 
ulation. 

Both these institutions are peculiarly 
American, though they have their 
foreign origins. Life insurance origi- 
nated in England as an outgrowth of 
the underwriting in Lloyd’s Tavern 
dating back to 1688. The original 
business of marine insurance has now 
developed into nearly one hundred and 
fifty forms of insurance, of which life 
is perhaps the most important because 
it deals with that most fundamental 
and greatest of all values, human life. 
However, neither the life insurance 
company nor the trust company have 
developed in any foreign country to 
the extent that they have here and in 
Canada. This is due partly to our 
wealth, but in the case of life insurance, 
is due chiefly to the development of 
the agency system and the renewal 
contract under which life insurance 
companies employ an agency force to 
actively solicit business, for which they 
are generally paid a percentage of the 
first premium and a much smaller 
percentage of those that are renewed. 
Thus a part of the underwriter’s com- 
pensation is contingent upon the 
policy being maintained. This form 
of agency system is practically an 
American development and with the 
exception of some Canadian and Amer- 
ican companies doing business abroad, 
does not prevail in other countries 
unless Australasia be an exception. 
Neither has the trust company as 
known in this country been so de- 
veloped abroad. 

The United States carries three 
times as much life insurance as the rest 
of the world put together and six times 


11 


as much as any single nation. Ninety- 
two per cent of all the life insurance 
carried in the world is in English- 
speaking countries, so that it may be — 
said in general to be an institution of 
English-speaking peoples. 


Cuart I 


ZZ cnited states 77,512,158, 966° 


pritisn Expire 15,454,665, 
All other countries 7,291,035,338' 

Total 100,257, 860,085 
*Dec. 31, 1926 


*eCanada 1924; Other Governrents, 1925. 
‘latest available figures 


Recently the mutual interests of life 
insurance and trust companies have 
been recognized by representatives of 
both institutions, which has resulted in 
remarkable progress in the develop- 
ment of co-operation between them. 
This has, in turn, greatly benefited the 
representatives of both institutions and 
the public they serve. Some of their 
chief mutual interests, aside from that 
of banking, are that people should be 
thrifty; that as many as possible should 
leave solvent estates to their heirs; that 
they should provide funds for their 
own old age; and that all funds left to 
heirs should be safeguarded and wisely 
invested to bring as high an increase 
as possible commensurate with safety. 
As more people leave estates of profit- 
able size, the opportunity for trust 
companies to secure more business 


from handling them increases, and life 
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insurance is the chief instrumentality 
for accomplishing this end. 


Activities or INSURANCE COMPANIES 


An agency force in excess of 200,000 
underwriters of legal reserve companies 
secured 3,704,933 ordinary and 14,- 
259,778 industrial policies in 1925, 
aggregating almost $15,000,000,000 of 
insurance, besides soliciting millions of 
prospects on whom they failed to place 
insurance but with all of whom they 
discussed the creation of estates. 
Their work along this line makes their 
co-operation with trust companies in- 
valuable to the latter, for most trust 
companies do not employ an active 
soliciting force but rely instead chiefly 
upon advertising to bring them new 
business. 

The insurance company provides 
ready money to create estates, or to 
keep those solvent that would other- 
wise be hard-pressed for cash to offset 
the debts, taxes and administration 
expenses which ensue upon the death of 
testators. It provides for the shrink- 
age of estates from these causes and 
often prevents the forced sale of se- 
curities. Life insurance proceeds also 
constitute the sole estate of the great 
majority of people who would other- 
wise leave no estate at all. 

Most adults have income but com- 
paratively few have large capital. 
Where there is one person who has a 
large principal invested in mortgages, 
bonds, stock or cash, there are many 
who have considerable incomes but 
who live closely up to them, depending 
chiefly upon life insurance for the 
creation of any estate they may leave. 
One of the interesting things recognized 
by trust officers recently is the part that 
life insurance plays not only in making 
estates more profitable to handle, but in 
creating estates that would otherwise 
not exist. Careful examination has 


shown that about two-thirds of those 


who die and leave estates create them 
through life insurance. 


The rapidly increasing amount of life 


insurance in force not only represents 
the coverage of an increasing number 
of persons, but also reflects the growing 
wealth of the country and the increas. 
ing size of life insurance estates. Jt 
likewise reflects a greater public ap. 
preciation of life insurance as a creator 
of estates. While $%500,000,000 in 
death claims is annually paid out to- 
day besides $153,000,000 in maturing 
endowments and annuities, there will 
be far more paid in the future as some 


of the $72,000,000,000 now in force 
matures. The estates thereby created 
should be adequately safeguarded and 
in most cases be handled by trust 
companies rather than by private 
executors. 
Cuart Il 
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Life insurance companies have de- 
vised policies that partly meet this 


need, chief among which is the life 
income policy, which is unquestionably _ 


the safest kind of insurance for the 
family. It has the advantage of hav- 
ing the entire assets of a company back 


of every contract instead of securities, | 


however carefully selected, that belong 


to the single trust. On the other hand, | 
there are many instances where a 


trust company should be a trustee of 
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junds for purposes not covered by a 
| fe income policy and certainly not so 
mder policies payable in a single 
Life insurance is first necessary to 
ide cash as a clean-up fund from 
ghich to liquidate estates whose debts, 
funeral expenses, those of last sickness, 
taxes and administration expenses 
must be paid largely in cash. In the 
case of large estates, taxes are a very 
important item and are always a first 
charge upon the estate. These lia- 
bilities must be provided for before a 
life income, for even if the latter be 
ided for a wife or children, where 
the estate becomes insolvent, such 
debts are usually paid by the family as 
debts of honor. It is to the credit of 
most people and also to their surviving 
families that they want such debts paid. 
Even though the latter are exempted 
from liability for these debts by law, 
they often pay them before accepting 
the provision of life incomes. 

Life income insurance is applicable 
chiefly to persons at least of some small 
means and is out of reach of most 
policyholders. The average insurance 
policy in the United States is for less 
than $2500, excluding industrial in- 
surance policies. The vast number of 
|, the latter average but $174 and are 
—| | really burial policies inadequate to pay 
the expense of the last illness and burial. 
There are millions of people who buy 
or should buy life insurance whose in- 
comes permit them only to provide a 

fund from which to pay the expenses of 
death and to carry the family for a year 
or so thereafter. These small estates 

need the most careful management and 
in many cases should be administered 
by trust companies. Take, for ex- 
‘ample, the small merchant in the 
country town whose total estate, after 
| debts are paid, is $4000 or $5000. 
_ Every penny of this money should be 
conserved. Every umnecessary ex- 


Fr Tf | 


Co-OPERATION BetwEEN Lire INSURANCE AND Trust ComPANIES 13 


pense should be avoided, every asset 
liquidated at its highest possible value 
and the residue so wisely spent that it 
will be spread over as many years as 
possible. In such a case the trust 
company can best serve the purpose in 
distributing the fund supplied by life 
insurance. 

There is another class of estates 
where flexibility in disbursing funds is 
necessary which is impossible for the 
life insurance company to give. For 
instance, it cannot pay a part of the 
proceeds of a policy for certain emer- 
gencies, as for illness, nor spend money 
for the education of children upon the 
condition that they avail themselves of 
this advantage. It cannot protect the 
widow or daughter against unforeseen 
events which require the exercise of 
judgment. However, a trust company 
can do all these things with money 
provided through life insurance. 

The life insurance company is a 
national institution, the trust company 
a local one. Intimate problems are 
often involved in making a will, whose 
execution may require discretion in 
perhaps liquidating the business of the 
deceased and distributing its assets, or 
more intimately may concern the ever- 
changing family relations of the heirs, 
as the re-marriage of a widow, the 
marriage of children, the di-tribution 
of money dependent upon the thrift 
shown by heirs, and a host of other 
considerations, all questions that one 
wishes to discuss personally with local 
officers of a local trust company. 
They are factors which require chang- 
ing provision from time to time. The 
conscientious, intelligent life under- 
writer will meet with a large number of 
cases where the life insurance on the 
insured will not solve the problem of 
family maintenance without the serv- 
ices of a trust company to carry out 
the purposes for which the insurance 
was intended. 
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Fonction or Trust ComPANY 


Trust companies have grown re- 
markably both in size and in number 
the last decade until now there are 2684 
companies with resources over $19,000,- 
000,000, excluding national and state 
banks with trust powers. With the 
trust departments of state aud national 
banks they exercise a powerful influ- 
ence upon the financial actions of a 
great many people. They can mate- 
rially aid the cause of life insurance by 
explaining what it is, what it will do, 
and how it will do it and by intelli- 
gently studying the functions and 
services of life insurance companies, 
trust officers can do much to see that 
their clients enlarge their insurance 


programs. : 
III 
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The officers of trust companies can 
serve their own companies, their clients 
and the general public best by becom- 
ing thoroughly familiar with the 
functions of a life insurance company. 
They should recognize the necessity of 
adequate life insurance to protect the 
shrinkage of estates, especially those 
where trust companies act as executors 
or trustees. When trust officers dis- 
cuss inheritance tax problems with 
clients, they might well suggest that 
adequate life insurance be made avail- 


able to the executor for the purpose can be 
paying such taxes. When a cliey) 
expresses a desire to mortgage a homp| #* th 
life insurance can be recommends) 
to amortize the mortgage. In map) factor 
instances life insurance can be used 
create estates for those who Inve 
otherwise leave none at death; in cash is 
charitable bequests can be provide) the 
through life insurance and this meth, 


particularly recommends itself accoul 
it obviates administration costs ap 2°95 
taxes up to a liberal amount. age, t. 


It is estimated that only about fy) (inclu 
per cent of the life value of the 
lation is covered by life ins on har 
while over fifty per cent of the any 01 
bustible value of the property in th, @dis 
United States is insured against log 0M" 
by fire. It is obvious, therefore, tha Me 
most people, whether of small or ia 
means, have neither covered their lik 
value nor protected their estates ly} Pe®s® 
sufficient life insurance. The tng 
officer by his advice can help decedent} shoul 
leave estates in better condition 
many instances by suggesting that th 
various liabilities incident to estat 
settlement be provided for by mone 
purchased in advance, in other work throu: 


through life iasurance. tectio 
Trust companies are often calle 
upon to advise clients about ther 
business problems. In a large busi The 
where the key man is exceedingly wl} “© 
uable to the organization, the use = 
business or credit life insurance t) “SY 


cover his life value can often be profit) "P0? 
ably suggested by the trust official 
It is desirable that cash be brough) fair 
into the estate by means of life insu : 
ance at the death of its creator whe 
the heaviest loss falls upon the estate) 
The amount of insurance so pai 
whether considered locally or nati 
ally, is pitifully inadequate. It is 
the interest of the trust company 
its clients to suggest that this provisi 
be made in order that the estate 


| 
He 
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can be liquidated and the estate kept at 
. The difficulties of administration 
ye thus lessened by liquidation and 
states are settled on a more satis- 
factory basis than would otherwise be 
‘| possible. 

Investigations have shown that little 
ash is available at death even among 
“1 | the estates of the wealthy. A man of 
geat wealth does not keep a bank 
ycount large in proportion to his 
| means. Of the three items of shrink- 
age, i.e. debts, administration expenses 
fncluding those of the last sickness and 
death) and taxes, the amount of cash 
on hand in large estates does not equal 
ay one of the three items of shrinkage 
n thy and is seldom ten per cent of the total 
 Igg) amount necessary to meet these liabil- 

ities. In effect, a man’s death is like 
pea putting his business in a permanent 
rj mceivership with additional tax ex- 
penses to follow, many of which must 
be liquidated at once. The ideal 
should be for every American to die 
with enough life insurance to cover his 
tth| estate liabilities and leave his estate 
sta| at death equal to what it was during 
one| his lifetime. This is best achieved 
onk| through adequate life insurance pro- 
tection. 


Wirn Co-oPpERATION 


There are, of course, difficulties in- 
ve'ved in the co-operation of life in- 
nee and trust companies. It is 
easy for one institution to trespass 
| upon the functions of the other, for an 
wiinformed underwriter to advise on 
affairs that come within the range of 
| the experienced trust officer; and it is 
he just as easy for the latter to make the 
ate, mistake of giving advice that is more 
aid) Properly the province of a conscientious 
‘on and experienced life underwriter. 
: There are, of course, border-line 
cases where there may be a question 
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as to whether money could best be 
provided to heirs through life income 
insurance policies or through funds left 
in the hands of a trust company. 
There may be other cases where the 
executor or trustee of an estate should 
be some one other than a trust com- 
pany. Friction is easy along these 
border-line cases and other mistakes 
are quite possible, but these should not 
be allowed to retard the valuable work 
of co-operation of these two institu- 
tions in creating and conserving Amer- 
ican estates. 

No life insurance company should 
give undue preference to any trust 
company nor should any of the latter 
give preference to any single life in- 
surance company. If, however, a 
particular trust company or life under- 
writer is found to be experienced and 
very attentive to the needs of his 
clients, they should be recommended on 
their merits aside from their company 
affiliations. These provlems, like all 
others, are within the range of men of 
wide discretion to solve themselves. 

The 200,000 trained life underwriters 
in this country who work in harmony 
with the officers of 5000 trust compa- 
nies and banks with trust powers are 
making a tremendous contribution to 
thrift, the creation and conservation of 
estates, to the preservation of Ameri- 
can homes and to the general safe, 
stable and conservative investment of 
fundsas opposed to speculation, extrav- 
agance and waste. If the representa- 
tives of both institutions carefully 
study the social problems that beset 
their clients and then heartily co- 
operate to solve these problems, it 
cannot but result in the further growth 
and extension of both life insurance and 
trust companies, and, most important 
of all, benefit the ever-growing public 
they both serve. 
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Insurance of Substandard Lives 


By Rosert Henverson, F.I.A., F.A.S. 
Second Vice-President and Actuary, The Equitable Life Assurance Society of the United States 


HE conditions which render a 

given life ineligible for insurance at 
standard rates may be of various kinds, 
arising either from some special set of 
external circumstances surrounding the 
applicant or from some defect in his 
physical or mental condition. The two 
outstanding examples of the former 
are occupation and residence. It has 
always been recognized that certain 
occupations expose those engaged in 
them to an increased hazard of death 
from accident and that other occupa- 
tions involve conditions such as dust 
and excessive heat which cause physical 
deterioration and increased liability to 
certain diseases. Similarly, the in- 
creased risk due to residence in tropical 
climates has always been recognized in 
view of the known prevalence, formerly 
more marked than at present, in those 
climates of certain fatal diseases from 
which residents of more temperate re- 
gions were practically exempt. The 
early tendency in life insurance was in 
fact to regard residence in any foreign 
country as extra hazardous. Risks 
involving these hazards of travel, resi- 
dence and occupation presented them- 
selves so frequently that their insur- 
ance at an extra premium judged to be 
adequate became a common feature of 
the business, and the term “substand- 
ard lives” is not ordinarily understood 
as applying to lives involving only those 
features of extra hazard. Companies 
insuring residents of tropical countries 
or persons engaged in hazardous occu- 
pations do not consider that in so doing 
they are engaging in the business of 
insuring substandard lives. This term 
therefore refers specifically to those 


lives subject to an extra hazard 
account of some physical or mental 
defect, either disclosed by the medical 
examination or presumed to exist on 
account of some event in the personal 
or family history of the applicant. 


PROTECTION FOR SUBSTANDARD Laygs 


The insurance of certain of such lives 
at an extra premium dates back to the 
very inception of scientific life insur. 
ance. We are told that the Equitable 
Society of London, when it inaugurated 
in 1762 the writing of life insurance ona 
scale of premiums graded according to 
age, insured also those who had suf. 
fered from gout at a premium twelve 
per cent higher than the standard raie, 
those who had hernia at an eleven per 
cent increase and those who had not 
had smallpox at a twelve and a half per 
cent increase. The first serious at- 
tempt to develop this type of insur 
ance, however, was made early in 18% 
when the Clerical, Medical and General 
Life Assurance office was established, 
which undertook, as its leading feature, 
to grant policies on lives deviating so 
much from the common standard of 
health as to render them wholly inad- 


missible at any office then existing. In 
the absence of trustworthy data safety 
was sought in the provision that of the 
seventeen members of the board of 
directors at least eight should be mem- 
bers of the medical profession. In the 
selection of these directors an endeavor 
was made to secure men specially quali- 
fied to advise regarding some particulaf 
class of diseases. By this arrangement 
it was hoped that, whatever might be 
the complaint with which any appli- 
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cant had been afflicted, there would 
always be on the board a medical direc- 
tor who was specially qualified by pre- 
yious study and practice to estimate 
the increased risk. Another society, 
the Asylum, was started in the same 

which also proposed to insure 

ns who “though far from being in 
a dangerous state, are not considered as 
select lives, and are therefore rejected 
as altogether uninsurable.” Its pro- 
moters announced that they had “as- 
certained, by great care and research, 
the true law of mortality for various 
climates and diseases.”” No record has, 
however, been found of the basis of this 


Neither of these companies confined 
its business to this class of risk and on 
the other hand some other companies, 
either already in existence or later 
formed, took part in this business with 
the result that it was thereafter a more 
general feature of the life insurance 
business in Great Britain. 

In the early days the practice was for 
the medical examiner to state his opin- 
ion of the degree of hazard in the form 
of a number of years to be added to the 
age, and while this was probably in its 
origin only a convenient way of stating 
the amount of extra premium to be 
charged, there was a resulting tendency 
to treat the case in other respects as if 
the risk were exactly the same as in the 
case of a healthy life at the advanced 
age. Some companies, however, had 
a single scale of increased premiums 
which applied to all substandard lives 
accepted by them. 


Meruops 


Early in the history of this type of 
business the companies engaged in it 
discovered the disinclination of many 
applicants, considered uninsurable at 
standard rates, to admit even to them- 
selves that they were in fact subject to 
an extra hazard. This frequently re- 


sulted in a refusal to accept the policy 
offered. The companies accordingly 
attempted to devise a method of pro- 
viding for the extra hazard which would 
enable their agents to meet this objec- 
tion. The plan adopted for this pur- 
pose was to reduce the amount insured 
during the early years so that only the 
standard premium need be charged but 
that, nevertheless, if the insured sur- 
vived a specified period the full amount 
would be paid. One form which this 
arrangement took was a uniform re- 
duced amount during the period of the 
normal expectation of life for the age of 
the applicant. Another provided for a 
smaller initial amount of insurance with 
uniform annual increases during the 
expectation period. A third form sub- 
stituted for the expectation a period, 
usually less than the expectation, which 
was a multiple of five years. This 
method was proposed by Mr. W. M. 
Makeham in 1872, who suggested pro- 
bationary terms of twenty-five years 
for ages under forty, twenty years for 
ages between thirty and fifty, and fifteen 
years for ages between forty and sixty 
with the qualification that the period 
should be so fixed that the initial 
amount would not be more than half of 
the maximum. This latter limitation 
was, however, only imposed in order 
that an approximate rule which he gave 
for determining the initial amount in 
the case of ordinary life policies from 
the number of years rating up, might 
be safely used. A fourth variation, 
under which the annual increase was 
equal to the gross annual premium paid 
and the initial amount was varied ac- 
cording to the degree of extra hazard 
provided for, was the one adopted by 
the first American life insurance com- 
pany to engage in this business in an 
extensive way. 

The psychological basis of these 
plans is quite evident as they enabled 
the agent to take the position, where 
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the applicant disputed the fact of im- 
pairment, that the company was willing 
to back its opinion of the risk by mak- 
ing its extra compensation depend on 
the early death of the insured and 
agreeing that if the insured sustained 
his contention by, in fact, surviving to 
the end of the probationary period the 
sum insured would be exactly the same, 
for the same premium, as in the case of 
a healthy life. While, however, this 
argument was undoubtedly effective in 
many cases, it must be admitted that it 
is not so strong under close scrutiny as 
appears at first glance. The insured is 
in fact paying an extra premium for the 
benefit provided in the policy because 
the annual premium required from a 
standard life for that same benefit 
would have been less than he actually 
pays. The point involved may per- 
haps be better illustrated by supposing 
a parallel case in the field of gambling. 
Two men, A and B, may be discussing a 
proposed bet on the outcome of a foot- 
ball match between two teams in which 
they are respectively interested. They 
are each ready to bet on their teams but 
A thinks that the conditions entitle him 


to receive odds of say 5 to 4, whereas B. 


holds out foreven terms. The parallel 
solution of the difficulty would be for A 
to propose that they each put up five 
dollars as B desires, but with the under- 
standing that if A should win the bet 
would be settled on that basis by hand- 
ing over to him the entire stakes, 
whereas if B should win, thus confirm- 
ing A’s contention, only nine dollars 
should be handed over to B and the 
other dollar returned to A. This might 
sound plausible, but on consideration 
we see that A would not be really 
staking any more than four dollars as 
the other dollar returns to him in any 
event. Similarly, under a lien policy 


the company is not really insuring for 
the face amount as that amount is 
not paid unless a considerable sum 


has already been paid to it in premj. 
ums. 

That the psychological appeal to the 
applicant was not as great as had beep 
supposed was shown when one of the 
large American life companies, afte 
having commenced the insurance of 
substandard lives on the lien plan, jp. 
stituted the practice of offering to most 
of the applicants the option of taking, 
rated up policy giving full benefit from 
the start. The result was that prac. 
tically every applicant to whom the 
option was given selected the rated up 
policy. The additional annual pre. 
mium called for was very small com. 
pared with the additional insurance 
immediately obtainable. For example, 
according to Mr. Makeham’s approxi- 
mate rule a fifty per cent initial redue- 
tion running off over a twenty-year 
period is the equivalent of five years 
added to the age. At age thirty-five 
a rating up of five years means an add- 
tion of about seventeen and a half per 
cent to the premium for which the 
initial amount of insurance is doubled 
as compared with the lien policy. 
Accordingly, if, as is frequently the 
case, the purpose which is uppermost in 
the mind of the applicant is to secur 
immediate insurance protection, the 
lien policy is not likely to appeal to him. 

The standard policy laws which wer 
passed in 1906 in New York and a nun- 
ber of other states made it difficult and 


even temporarily impossible to issue 
policies on the lien plan with the result | 
that since that time policies have, asa 
rule, carried full benefit from the start. 
The extra hazard is provided for by 
charging an extra premium. 

This extra premium may be ex 
pressed in various ways. In some 
companies a number of scales of extra 
premiums for the various ages and 
policy plans are calculated so as to 
cover different percentage additions to 
the rates of mortality and each case 
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when accepted is assigned to the scale 
considered most appropriate. In other 
companies the extra is expressed as a 
number of years added to the age. 
While, however, this method is in form 
the same as the method first used a 
hundred years ago, its actual working 
is quite different. Whereas then the 
medical examiner assigned the number 
of years added without any definite idea 
of the rates of mortality he was thereby 
providing for, it is now customary to 
determine first the degree of extra 
hazard to be provided for and to pass 
from that to the number of years addi- 
tion required on the particular form 
and at the particular age in question. 
A third method used by some compa- 
nies is to combine a flat extra premium 
with the rating up in age, adding, say, 
fifty cents for each year of rating up to 
the premium at the rated upage. Cer- 
tain types of impairment are also cov- 
ered by charging a relatively high extra 
premium which is, however, only to be 
collected for a limited period after 
which the regular premium will apply. 
This method is used where the hazard is 
of such a nature that it is considered 
that if the applicant survives a few 
years the risk will have become normal. 
These cases usually involve a history of 
a comparatively recent severe illness or 


operation. 


Basis or INSURABILITY 


The important problem, however, in 
connection with the insurance of sub- 
standard lives is one which relates to its 
position in the intermediate zone be- 
tween standard insurance and rejection. 
This is the problem of determining the 
influence on mortality of the various 
facts ascertainable regarding an appli- 
cant for insurance. This is necessary 
in order to decide, in the first place, 
whether or not the applicant comes 
within the limits prescribed by the com- 
pany for insurance at standard lives. 


It must not be supposed that the class 
of lives insured at standard rates, even 
if confined to those insured by a single 
company, is an absolutely homogeneous 
class. There are differences of occu- 
pation, residence, habits of life, family 
history, build and present or past 
physical condition included in that 
class which undoubtedly each have 
some effect on the prospects of longev- 
ity, but no distinction is made in pre- 
mium rates if the net unfavorable effect 
is so small that the company believes it 
may be ignored without increasing the 
average mortality of its standard class 
above the point which it is desired to 
maintain. Any company could, un- 
doubtedly, improve the mortality of its 
standard class by excluding a larger 
number of border-line cases. They are 
restrained, however, by two motives. 
The first is that of extending the bene- 
fits of insurance to as large a number of 
people as can safely be included. This 
applies to all companies but especially 
to those who do not insure substandard 
lives. The second is that it is very dis- 
couraging to the agency forces to have 
a large percentage of the applicants, 
secured by them in good faith and in 
the belief that they were good risks, 
refused standard insurance. This is 
particularly the case where those ap- 
plicants are able to secure standard 
insurance in some other company. 
Having decided that an applicant is 
not eligible for standard insurance, the 
company, if engaged in the insurance of 
substandard lives, must then decide on 
what terms, if any, it is willing to offer 
insurance. In order to make this deci- 
sion it is desirable to have as much data 
as possible bearing on the mortality to 
be expected in a large class of lives 
similar to the applicant. In the early 
days the only basis for such decisions 
was the judgment of the medical direc- 
tor, founded on his knowledge of the 
nature of the impairments and his ex- 
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perience in the treatment of similar 
cases met with in his private practice. 
It was for this reason that the Clerical, 
Medical and General at the start tried 
to have a number of medical specialists 
on its board. A body of actual experi- 
ence as to the mortality among insured 
lives, which when examined showed 
certain impairments, has been gradu- 
ally accumulating to supplement and 
guide the medical director’s judgment, 
but it seems probable that life insur- 
ance and particularly insurance of sub- 
standard lives will always make use of 
and rely upon that judgment. Mortal- 
ity experiences cannot yield results of 
value in connection with the insurance 
of substandard lives unless based upon 
a classification of the risks according to 
the facts disclosed by the information 
secured when the risk was assumed. 
Each class must also be of considerable 
extent in order that the result may not 
be affected by considerable accidental 
fluctuation. In the formation of classes 
the desirable elements of homogeneity 
and size will always be in conflict and 
the advice of the medical director will 
always be of value in this connection. 
Then again, when the time comes to 
apply the results of experience to the 
selection of new risks, the skill of the 
medical examiner and director is nec- 
essary to determine to which class the 
given applicant should be considered to 
belong and in what direction and degree 
it varies from a typical example of that 
class. 


In ConcLUSION 


From the foregoing it will be seen 
that, in addition to variations of gen- 
eral actuarial methods and _ policy 
forms, the rating of particular types of 
risk has changed during the history of 


the business for two reasons: first, the 
growth of medica] knowledge and skil], 
and second, ascertained results of jp. 
surance experience. ‘There is no doubt 
that the growth of medical knowledge 
has rendered possible the ascertainment 
of facts regarding applicants for insur. 
ance which were necessarily unknown 
to the insurance companies and even to 
the applicants themselves in the early 
days of life insurance. The gradual 
improvement in the means of determin- 
ing the condition of the heart, arteries 
and kidneys and even the chemical 
composition of the blood stream itself 
has had an important bearing on rating 
of substandard lives. Actual experi- 
ence is following along and checking up 
the meaning in terms of mortality of 
those conditions where they are suffi- 
ciently frequent to furnish the neces- 
sary data. It is checking up also on 
the effect of such conditions as over. 
weight and underweight, family history, 
personal history, occupation and habits, 

The collection of a useful volume of 
such data will be greatly facilitated by 
the use of the codes recently prepared 
by a joint committee of the Association 
of Life Insurance Medical Directors 
and the Actuarial Society of America, 
one of which covers medical impair- 
ments and the other occupations. The 
use of a common code will enable the 
experiences of all companies to be more 
readily combined together and thus 
give a satisfactory volume of data more 
quickly than would the separate ex- 
perience of a single company, however 
large. The spirit of hearty co-opera- 
tion displayed by the companies en- 
gaged in this business augurs well for 


its future increase in usefulness to the | 
community through an orderly safe — 


expansion. 
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HE investment holdings of life in- 
surance companies indicate the 
vast proportions to which the business 
has grown and, in character, reflect the 
value of the economic service which 
their disposition has rendered in con- 
tributing to the growth and cevelop- 
ment of the nation. In recent years 
there has been a marked increase in the 
variety and liberality of life insurance 
grvice made available to the public. 
The development of the business has 
been in the direction of increasing con- 
cessions and of liberalizing the pro- 
visions favorable to policyholders and, 
in the matter of investment of funds, 
company executives have, without 
jeopardizing policyholders’ interests, 
been cver mindful of public needs. 
Service has come to be an outstanding 
characteristic of the life insurance busi- 
ness, very definite in its application to 
individual and group policyholders and, 
in a multitude of ways, beneficial to 
the communities in which the business 
istransacted. The phenomenal growth 
of the business has been possible only 
because of the confidence which the 
American public has come to feel in 
- the financial strength and soundness 
of the companies and in the wisdom 
and prudence exercised in their man- 
agement. 

Before undertaking to review invest- 
ment facts as the best indication of the 
investment tendencies of life insurance 
companies, it is interesting to look for 
moment at the size of our subject 
measured in dollar values. The assets 
of the United States life insurance com- 


' panies, at the end of the year 1926, 


approximated $12,850,000,000. While 


Investment Tendencies of Life Insurance Companies 


By Freperick H. Ecker, LL.D. 
Vice-President, Metropolitan Life Insurance Company 


these assets average only $115 for each 
outstanding policy and $215 for each 
policyholder, they exceed, in the aggre- 
gate, the assets of all savings banks and 
approximate half of the resources of 
all our national banks. These insur- 
ance assets are greater than one-half 
of the total value of all the railroad 
trackage and equipment of the nation. 
They are one-third greater than the 
value of the world’s supply of monetary 
gold, and are now equivalent to more 
than one-thirtieth of the national 
wealth, which is calculated to be, as of 
the same date, $360,000,000,000. At 
the end of 1880 the national material 
wealth, according to the estimates of 
the United States Bureau of the Cen- 
sus, was $43,642,000,000. At that 
time the admitted assets of all of the 
United States legal reserve life insur- 
ance companies were estimated to have 
been $460,000,000. In the period in- 
tervening, while national wealth has 
multiplied slightly over eight times, 
the life insurance accumulations have 
increased more than twenty-seven 
times. Then the life insurance assets 
were 1.1 per cent of the national 
wealth—now 3.6 per cent thereof. 
Perhaps it should be noted that it is 
in the nature of the life insurance busi- 
ness to receive, to hold and to invest 
funds and the interest accretions there- 
on over long periods of years, and the 
older the business the larger the accu- 
mulations. But, nevertheless, it is a 
startling growth. A great reservoir 
of capital has been erected. In the 
sense that the word reservoir suggests 
liquid capital, it is an inept term to use, 
and it would be more accurate to speak 
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of a reservoir of investments in safe 
income producing securities. Capital 
transformed from a liquid state into 
fixed assets thus creates in policyhold- 
ers a vested interest in the underlying 
securities of the railroads and other 
industries, in farms and in housing for 
residence and business purposes and in 
obligations issued for the financing of 
governmental activities. Augmenta- 
tion of this fund from interest returns 
and from additions to reserve becomes 
annually a tremendous sum for fresh 
investment. These assets have in- 
creased four and one-third times in the 
twenty-year period last past, and the 
yearly increase for the last two years, 
1925 and 1926, has been in excess of 
$1,000,000,000. 


InsuRANCE HoLpINGs 


An analysis of the holdings and the 
policy pursued in recent years by the 
companies in investing this ever-in- 
creasing volume of capital with some 
reference to the conditions which, from 
time to time, have had their influence, 
will best show the investment tenden- 
cies of the life insurance companies. 
The figures used for this purpose are 
those contained in tables compiled by 
the Association of Life Insurance Presi- 
dents from data supplied by fifty-two 
legal reserve life insurance companies 
holding, in different years, from 92.4 
per cent to 98.3 per cent of the admitted 
assets of all United States legal reserve 
companies. 


Mortgage Loans 

Taking up the classifications in the 
order of their importance, it is found 
that mortgage loans have now come 
into the first place and should be given 
first attention. Mortgage securities 
are of two classes, loans on farms and 
on city properties. Farm mortgages 
during the past twenty years increased 
from $268,000,000 to $1,960,000,000, 


or from 9.3 per cent in 1906 to 16.5 
cent in 1926 of the entire admitts 
assets of these companies. From th 
year 1906 to the year 1926 agricy 
tural wealth was on a generally ascend 
ing scale, being rapidly accelerated }y 
the influences of the World War. Wii) 
the depression which began in 19% 
there was a marked decline in agricy) 
tural values. In 1921 the total fam 
indebtedness of the country was 
proximately $13,000,000,000, and thi 
had declined in 1926 to $12,250,000, 
Nevertheless, while the farm indebted 
ness was thus reduced $750,000; 
farm mortgage loans from life i 
ance companies increased $638,000,0% 
and the amount so invested, $1,96), 
000,000, thus furnished nearly one! seaso 
sixth of the sum necessary to cam) {o be 
the farm indebtedness of the Unitel 
States. panie 
Mortgage loans on city propertie} decre 
furnish a striking illustration of th} perce 
way in which life insurance funds keg} Ou 
pace with the necessities of the inves| with 
ing public so as to respond, so fara! the b 
possible, to the greatest need. In 19) gyran 
mortgage loans on city properties} just: 
amounted to %552,000,000, or 19!) ment: 
per cent of the admitted assets, wheres) ties, 
in 1926 such loans amounted t jpyes 
$3,123,000,000, or 26.3 per cent of th, tenth 
admitted assets. The tremendous a| 
crease in building from 1921 to 19263 today 
reflected in the increase in city 000,0 
from $1,252,000,000 to $3,123,000,00) tities, 
The total mortgage investments of the admit 
companies at the end of 1926 wer yestn 
approximately $5,083,000,000, or 42) secur: 
per cent of the total admitted assets. show 


Bonds 23 p 


In the field of bond investments, oO secur 
naturally thinks first of the loans ff by th 
governmental purposes. Prior to t which 
issue of United States Gove Since 
securities in connection with the Wor $24,0 
War, the life insurance companies be cent 


| 

| 


5.5 pel bonds of the government to the extent 
Mitte) of less than one-tenth of one per cent 
m th! of their total assets. In 1919 the ratio 
gricul) was 11.5 per cent, illustrating again the 
scend) response of the life insurance business 
ted by} to the most important demands from 
Wit} time to time. As new financing on the 
19%) part of the government diminished, 
grici| jife insurance funds flowed into other 
| fam} channels, and in 1926 the companies 
48 ap} held such securities to the extent of 
d thii about 4 per cent of their total assets. 
0,00; Investment in state, county and 
ebted} municipal bonds increased during the 
10,001) twenty-year period from $104,000,000 
insu) {9$344,000,000. This form of security, 
0,00) however, is more readily absorbed by 
,96,! other classes of the investing public by 
One} geason of tax exemptions and so, as is 
cam} to be expected, the proportion of total 
Jnitel] admitted assets of life insurance com- 
panies investing in such securities has 
ertis| decreased from 3.6 per cent to 2.9 
f th} per cent. 
growing commercial relations 
ives} with Canada and the development of 
fara} the business of United States life in- 
| 194] surance companies in Canada, are 
ertis| illustrated by their increasing invest- 
19) ments in Canadian Government securi- 
eres) ties. Twenty years ago the amount so 
d t! invested was $22,000,000, being eight- 
of th, tenths of one per cent of the total admit- 
i in ted assets of such companies, whereas 
6% today these companies hold $261,- 
loa 00,000 of Canadian Government secu- 
0,00 tities, which is 2.2 per cent of their 
th} admitted assets. With respect to in- 
wet yestment in other foreign government 
4! securities, quite a different picture is 
ts. shown. At the close of 1906, United 
States companies had $65,000,000, or 
23 per cent of their assets in such 
3, OM securities. These holdings increased 
8 ff by the close of 1916 to $139,000,000, 
0 & which was 2.6 per cent of the assets. 
Since then, there has been a drop to 
Vor® $24,000,000, or one-fifth of one per 
He cent of the assets. This change has 
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been brought about by the recent 
withdrawal of the United States com- 
panies from foreign fields. 

The total investments in govern- 
ment securities of all classes, United 
States, state, county, municipal, Cana- 
dian and other foreign governments, 
amounted to $193,896,000, or 6.8 per 
cent of the assets in 1906, grew to 
$1,416,861,000, or 18.9 per cent in the 
year 1921, and had dropped, princi- 
pally by reason of the reduction in the 
holdings in United States Government 
bonds, to $1,116,000,000, or 9.4 per 
cent, in the year 1926. 


RAILROAD SECURITIES 


The aggregate of railroad securities 
now held by these companies is $2,435,- 
000,000. At the close of 1906, the 
amount of such securities was $1,002,- 
000,000. Notwithstanding this sub- 
stantial increase of $1,433,000,000 in 
amount, or 143 per cent, the percentage 
of total assets invested in this class of 
securities has dropped from 34.8 per 
cent in 1906 to 20.5 per cent, the ratio 
in 1926. 


EXPANSION IN Pusiic UTILities 


An outstanding feature of life insur- 
ance investment during recent years 
has been the rapid expansion of invest- 
ment in public utilities. In 1906, the 
companies had so invested $134,000,000 
and now have $819,000,000. This is an 
increase from 4.7 per cent to 6.9 per 
cent of total admitted assets. In 1906, 
the major portion of public utility in- 
vestments was in street railways, 
whereas today by far the larger por- 
tion is invested in connection with com- 
panies supplying light, power, heat, 
telephone and other similar service for 
home and )usiness uses. The insur- 
ance companies’ investments in this 
class of securities are almost entirely 
confined to obligations secured by 
mortgage on the properties of the 


--> 
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operating companies. As an illustra- 
tion of this investment tendency for the 
benefit of individual citizens, it is 
reported that 17,000 new customers 
were added to rural electric lines in 
Pennsylvania during 1925, and that, 
throughout the United States, more 
than 1000 farms per month are being 
added to the service lines of different 
electric light and power companies. 
It is also stated that the number of 
homes in the United States now served 
by electricity is about 15,000,000, 
having increased in the last six years 
from 6,000,000. 

The investments in other bonds of 
miscellaneous character and in stocks 
amounted, in 1906, to $107,777,000, or 
3.7 per cent of admitted assets, and 
had increased, by 1926, to $166,000,000 
which represented only 1.4 per cent of 
the admitted assets. It should be 
noted that, since 1906, there has been a 
prohibition, by law, against the invest- 
ment by life insurance companies in 
stocks, which prohibition has applied 
to a very large proportion of the com- 
pany assets under consideration. The 
total investments in bonds and stocks 
increased from $1,437,457,000 in 1906 
to $4,536,000,000 in 1926, but the 
percentage of such investments to the 
total assets had dropped from 50 per 
cent in 1906 to 38.2 per cent in 1926. 


Estate 


Real estate holdings of the companies 
are practically confined to their home 
office buildings. The laws of most of 
the states limit such holdings to prop- 
erties acquired through foreclosure and 
to such as shall be requisite for the 
convenient accommodation of the re- 
spective companies in the transaction 
of their business. The amount of as- 
sets invested in real estate increased 
from $156,000,000 in 1906 to $214,- 
000,000 in 1926. It is significant, how- 
ever, that the ratio of real estate assets 


to total assets decreased during tha 
period from 5.4 per cent to 1.8 per cent. 
The geographical distribution of the 
investments and their relation to the 
reserve on policies in the various state 
is an interesting phase of the invest. 
ment tendencies of the companies, At 
the close of 1925 the companies had 
invested in the various sections of the 
country, with the exception of the 
Middle Atlantic and New England 
states, from 102 per cent to 244 pe 
cent of their reserves in their respective 
localities. The ratio for the Middle 
Atlantic states—New York, New Jer. 
sey and Pennsylvania—was eighty per 
cent, and, for the New England states, 
forty-six per cent. There is advantage 
to the policyholders of the Middle 
Atlantic and the New England states in 
this situation, in that there is thus 
furnished in other localities a mor 
fruitful field for the investment of their | 
contributions to the asset fund of the | 
life insurance companies, while ad- 
vantage accrues to the other divisions 
of the country through the aid fur. 
nished by these funds to the more rapid 
development of their communities. 
Reference has been made to the in- 
herent nature of this business whereby 
money is paid in to be held, with | 
interest additions, over long periods of | 
years, but in considering the invest- 
ment of such funds, it must likewise be 
observed that the nature of the bus- 
ness is such that these monies when 
paid in must be promptly invested. 
This action is essential to provide 
immediately the interest earnings which 
play an important part in the calcula- 
tions which must be taken into account 
in computing the charge to be made for 
carrying the insurance risk. In con- 
sequence, management is not altogether 
or at all times a free agent in controlling 
investment practice, but must often 
yield to the necessities of the hour. 
Monies cannot be held in hand indefi- 
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nitely, awaiting an ultimately desirable 
investment, but must be put to work 

ptly, and selection in the matter 
of investment ofttimes becomes a 
question of choosing investments which 
are immediately available. However, 
in studying the course of life insurance 
investments, made over a period of 
years, one cannot fail to note the evi- 
dence of recognition on the part of the 
companies of their responsibility for 
public service. There is plainly some 
guiding purpose which transcends the 
law of supply and demand and unques- 
tionably directs investment policy to a 
very considerable degree and which 
would appear to be a concrete recog- 
nition of what has been termed the 
greatest economic need. 


TREND IN INVESTMENTS 


This review of the investment facts 
shows quite clearly that life insurance 
investments flow in channels which 
supply the economic needs of the na- 
tion. Going back to 1906 and earlier, 
during the period of railroad expan- 
sion, rails were largely in favor. Ad- 
verting again to that year, it appears 
that more than one-third of the ad- 
mitted assets of the companies was 
invested in railroad securities. Review- 
ing the situation since that year, it is 
noted that as railroad building declined, 
the proportion of company investment 
therein has steadily decreased. Rail- 
roads have constructed practically no 
new mileage since 1914 but have been 
intensively developing existing facili- 
ties. Vast improvements have been 
made in efficiency and economies of 
operation. The life insurance com- 


panies have supported the railroads in 
carrying out their program of meeting 
the country’s need for greater trans- 
portation facilities, through their pur- 
chase of obligations of the railroads 
issued to acquire new equipment. If 
it were not for such issues, the propor- 


tion of railroad investments by the 
insurance companies, which at the end 
of 1926 was about one-fifth of their 
entire admitted assets, would be con- 
siderably less. While the ratio of in- 
vestments in railroad securities has 
been decreasing year by year, the in- 
vestments in the securities of public 
utilities have been increasing, in keep- 
ing with the growth in importance of 
these enterprises. To an increasing 
degree, the obligations of that class of 
companies have come to be considered 
as seasoned securities acceptable for 
life insurance investment. 

Mortgages on land and improve- 
ments thereon have always been a fav- 
orite form of long-range investment for 
trust funds and there is no other class 
of investment that has provided so 
satisfactory an experience for this pur- 
pose. This form of investment will 
continue to be the backbone of trustee 
holdings so long as property rights con- 
tinue to be respected and continue to 
be the foundation upon which our 
social and economic life rests. The 
experience of the life insurance com- 
panies with this class of investment has 
been, in safety and in interest yield, 
more favorable than in any other class. 
In the mortgage transactions of the 
companies since 1906, one may readily 
detect the periods of depression and of 
activity in the realty markets from 
normal and sub-normal conditions to 
the great impetus which grew out of 
postwar conditions. Mortgage invest- 
ments are a fair illustration of the ex- 
tent to which life insurance funds are 
sought to be invested so as to be of the 
greatest benefit to the whole public. 
Loans for agriculture are not only of 
great benefit to the individual bor- 
rower, but are of immeasurable benefit 
to the country as a whole. Loans for 
housing, both for residence and busi- 
ness purposes, are not only a necessity 
but also furnish the means by which 
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labor may be employed and, indirectly, 
the means by which a market may be 
furnished for the products of the 
agricultural communities. 

In the matter of security for loans 
and in fixing acceptable standards for 
investment securities, there is a grow- 
ing uniformity of practice among the 
companies. Just as the life insurance 
business, based upon actuarial science, 
has been developed in practice through 
underwriting experience, it may be 
said that in the matter of investment of 
funds, which, while not a science, is a 
highly specialized business, the prac- 
tice of the companies is seeking higher 
standards as their experience broadens. 
The laws of the several states regulate 
the securities in which companies of 
those states may invest, but it is quite 
significant that the actual investment 
policy of individual companies is more 
rigid than the requirements of the laws 
which govern them. 

Concretely, investment tendencies 
are now in the direction of mortgages 
on real estate. Farm loans, in the last 
year or two, have decreased on ac- 
count of agricultural conditions, but 
they may be expected to become more 
desirable as conditions improve. The 
increase in mortgages on other real 
estate more than makes up for the 
tendency for the last year or two to 
decrease investments in farm loans. 
Tendencies are altogether away from 
investment in government bonds be- 
cause such securities are more readily 
absorbed by other classes of the invest- 
ing public to whom the tax exemption 
feature is more advantageous, while 
the life insurance companies can better 
invest in other securities affording more 


favorable interest returns than are ty 
be had in the class of security which js 
tax exempt. The tendency is away 
from railroads, although, again from 
the standpoint of service, it should be 
noted that while a superficial consid. 
eration leads many to believe that life 
insurance investments in railroad ge. 


curities do not afford such benefit for 


the public as do investments in farm 
and city mortgages, this view alto. 
gether overlooks the general economie 
and social welfare of the people as 4 
whole. Ample and efficient transpor. 


tation facilities are, as has many times . 


been demonstrated, a vital necessity in 
the interrelations of people under ou 
modern civilization. Great cities de. 
pend upon transportation for their 
daily food supplies. If the transporta- 
tion machine is thrown out of gear, 
tragic results may well be anticipated. 
The tendency to invest in public utili. 
ties is in keeping with the develop. 
ment of that business both in volume 
and in its relation to public welfare. 
The importance of allowing the 
funds of life insurance companies to 
follow the natural laws of supply and 
demand consistently with absolute 
safety and the serious results which 
flow from attempts to control these 
natural laws by artificial means can- 
not be over emphasized. Company 
management, as shown by the detailed 
reports covering a period of years, 
may be relied upon to recognize and 
support economic needs, and there is 


evident a clear appreciation on the | 
part of company executives of the | 
responsibility to render public service | 


through the appropriate investment of 
life insurance funds. 
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insurance in essence is the busi- 
ham of paying claims. A chapter 
on Group Insurance as developed to 
the year 1927 opens logically with 
areference to the actual and potential 
yolume and quality of service in the 
payment of claims. Claims arise in 
| goup insurance under a blanket form 
of contract issued to the employer. 
Under this contract all the employes of 
ascertain class or classes are insured 
without medical examination. The 
amounts of insurance are fixed by class 
rules. 

Group Life Insurance during the 
year 1927 will be the medium for dis- 
tributing possibly about one million 
dollars a week to beneficiaries of em- 
ployes deceasing during that year. 
The amount of insurance to the in- 
dividual varies in accordance with the 
group insurance plan adopted by the 
employer, but the average claim will 
approximate twelve hundred dollars. 
The claim may be paid either in one 
lump sum or in monthly instalments 
over a period of twelve months, the 
monthly instalments averaging one 
, hundred dollars. 


nd | From these figures it will be deduced 


that about 800 workers protected by 


he | group insurance will die each week. 
he | Of the 800 about 350 will leave ab- 


solutely no other insurance. This rep- 
resents something more than forty 
per cent of the workers deceasing under 
group insurance coverage. It needs 
little imagination to picture the effect 
where death finds the worker without 
provision for expenses consequent to 
fatal illness or to realize the family 
situation where the worker was the 


Group Life Insurance 


By J. Granam, F. A. S. 
Second Vice-President, The Equitable Life Assurance Society of the United States 


family breadwinner. Because of the 
group policy the family income from 
such worker will not cease with death 
but will be continued for approximately 
one year. From this angle group in- 
surance fits into the definition of a great 
English newspaper as “an American 
scheme for giving the family of the 
deceased worker one year’s notice of 
the demise of the pay check.” 

Averaging the amount of insurance 
carried on deceasing workers where in 
addition to group insurance the worker 
provided other forms of life insurance, 
it is found that such other insurance 
amounts to about $2000. This latter 
average includes the relatively few 
large individual insurances carried by 
high-salaried executives, whose excep- 
tional amount of insurance serves 
to appreciably affect the average 
of the great number of smaller in- 
surances. 

A discussion of group claims reaches 
beyond the numerical recital of lives 
insured, to include the list of bene- 
ficiaries. The 800 workers estimated 
to die weekly under group insurance 
coverage during 1927 would on the 
average have two other persons in- 
terested directly or indirectly as bene- 
ficiaries. This brings the number of 
beneficiaries intimately interested in 
the week’s claim quota to 1600. Add- 
ing the 800 deceased makes a total of 
2400 lives intimately affected in the 
matter of the week’s group insurance 
claim list. How intimately these claim 
monies reach to the closest human rela- 
tionship is evidenced by the fact that 
the 800 claims would subdivide about 
as follows: 
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Wife, 488; children, 88; father, 13; 
mother, 77; estate, 35; friend, 14; sisters 
and brothers, 57; husband, 6; parents, 2; 
trustee, 2; collateral heirs, 18. 


Applying these percentages of relation- 
ships to the conservative estimate that 
forty per cent of the wage and salary 
workers in the United States have no 
other insurance, it follows that thirty- 
three per cent of all the workers who 
die leave behind relatives of the inti- 
mate type of parent, wife or child— 
where without group insurance cover- 
age the loss of the pay envelope is 
usually a serious matter and in many 
instances a desperate one. 

These figures seem sufficient to es- 
tablish the economic value of a system 
of group insurance which would provide 
for all workers a sum of money sufficient 
to meet immediate necessities conse- 
quent on death, and to supply income 
for the few months while the family 
adjusts itself financially to the loss of 
the worker’s pay envelope. 

Two queries now suggest themselves: 
First, why relatively so little individual 
insurance among the workers of the 
country? and second, what is the genesis 
of this group system which is supple- 
menting individual insurance in cover- 
ing this field of the worker? 

The answers to these questions il- 
lumine the whole subject of group 
insurance. 

Why so little other life insurance on 
workers? The answer is to be found in 
working rules which in the main pro- 
hibit the time, piece and salary worker 
from being solicited by the life in- 
surance agent. Life insurance in Amer- 
ica has gone forward with the work of 
the agent. The reason why there is 
twice as much life insurance in the 
United States today as there is in the 
rest of the world combined is due 
chiefly to the superiority of the life in- 
surance agency system in this country. 


The agent operates to bring a m 

to the man who might reasonably egy, 
ceive the message without the work ¢ 
the agent, but does not do so in tem 
of action that mean life insurance pp, 
tection on his own initiative. Ty 
agent is loath to solicit insurance aff, 
hours and the wage worker is loath & 
be solicited after his full day on the joh 
This field of the mass worker to th 
large degree indicated by the clains 
figures was uncultivated because jj 
effective cultivation required a mag 
scheme to be applied by the employe 
in a mass way. 


Wuy Group INsuRANCE 


This general statement leads on tp 
the answer to the second question asty 
the genesis of group insurance. Th 
insurance needs of the deceased worke 
were evident from the occasional dis 
tressing case which would come to th 
attention of the employer for assuage 
ment. Often this came to the em 
ployer in the secondhand form ¢ 
knowledge that the fellow workers wer 
digging into their pockets to make 
up a purse for burial or to reliew 
the immediate dire distress of the 
family. 

In the old days before industrial 
units assumed large size, the employer 
knew his worker or his few workers, and 
the problems of the worker were made 


in some way the problems of the em- | 


ployer. With the development d 
mass production in huge units the 
employe soon lost individuality in the 
mass and the employer and employe 
alike lost something of human contac 
that made for co-operation in it 
dustry. 

Group Insurance was born of the 
desire of the employer to do something 
in a mass way for his workers which 
would be frankly a bid for co-operation 


from the worker, on the basis of con- 


structive interest shown by the al | emt 
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Group Lire InsuRANCE 


ployer in the individual members of his 
up of workers. 

The realization that employes were 
pot properly insured, combined with 
the desire for protecting employes more 
completely, and to add a premium to 
the job, as it were, by better protecting 
the employes and the employes’ family 
through some death benefit, culminated 
in the negotiations of a large mail order 
house, the Montgomery Ward Com- 
pany, for the insuring of its employes. 
The size of the proposition attracted 
offers from many life insurance com- 
panies in various forms of individual in- 
surance. The cost for such forms of 
insurance individually at permanent 
level premiums was high. Combined 
with the demand for selection of the 
risks by means of medical examinations 
the offers on basis of individual in- 
surance proved unacceptable. This 
brought about the elimination of most 
of the life companies in the canvass. 


OrGANIZED EFrrort 


The negotiations resulted in the 
working out of a scheme upon the 
yearly renewable term plan without 
medical examination, insuring all the 
employes who had served one year or 
more for amounts based on the weekly 
wage and ultimately supplied the first 
large case of group insurance as it is 
now known. This policy became ef- 
fective July 1, 1912. The size of this 
transaction captured public imagina- 
tion with the result that it was widely 
heralded and has become identified in 
public opinion as the contract upon 
which group insurance established its 
saleability. It was written by The 
Equitable Life Assurance Society of the 
United States, which Company had, in 
the latter part of 1911, issued its first 
policy of group insurance to The 
Pantasote Leather Company, covering 
agroup which was then relatively small, 
embracing about 125 lives. This 


smaller group was under the manage- 
ment of one of the Directors of the 
Equitable, Eugenius H. Outerbridge, a 
student of industrial affairs, who 
proved a strong advocate on the Board 
of Directors Committee appointed by 
President William A. Day to consider 
what was then thought to be a revolu- 
tionary plan,—supplying life insurance 
without medical examination under the 
terms and conditions of a group con- 
tract issued to the employer. Mr. 
Outerbridge thus had firsthand infor- 
mation of the development of the group 
policy by the Equitable and supported 
his advocacy by a practical applica- 
tion to a company under his manage- 
ment. 

The first organized effort to develop 
the business of life insurance on the 
group plan was the inauguration of a 
department of group insurance on 
January 1, 1912, by President William 
A. Day of The Equitable Life Assur- 
ance Society. This action, it is to be 
noted, antedated the closing of the 
large Montgomery Ward group by 
some time. At the end of 1912 the 
amount of group insurance reported in 
force was $13,172,198. Of this amount 
the Montgomery Ward contract sup- 
plied $6,307,734. The balance was 
made up of $6,864,464, of which $6,- 
640,722 was issued by the Equitable 
and the remainder of $223,742 by other 
progressive companies which were 
competitors for the Montgomery Ward 
case and which followed the Equitable 
into the group field. 


GROWTH 


The growth of the group business is 
best illustrated in the table on the 
following page, showing the amount in 
force, year by year. 

The only slump in the triumphant 
progress of group insurance recorded in 
the table is shown for the year 1921 
where a trifling recession is noted. It 
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Group insurance in force: 


December 31, 1912.......... $13,172,198 
$1,202,014 
346,525,472 
627,008,490 
1,847,139,277 
2,468,935,567 
$,194,576,412 
5,600,000,000 


* Estimated. 
is to be remembered that this was the 
year of postwar industrial deflation in- 
volving much unemployment and 
shrinking payrolls. The Workmen’s 
Compensation companies that year 
showed heavy decreases in income, 
which makes it the more noteworthy 
that group insurance should under 
such adverse conditions write enough 
new volume to practically fill in the 
gaps of the discontinuing patron and 
the shrinking employment roster. A 
large part of the outstanding volume of 
group insurance at the present time is 
accounted for in the business of the 
seven leading life companies. The 
number of companies actively engaged 
in the business is constantly increasing. 
More than seventy-five companies are 
recorded as now writing group in- 
surance. 

One of the remarkable features of 
group insurance to date is the low 
lapse rate. The net gain augmented in 
part by plans of insurance which in- 
crease with duration has yearly ap- 
proximated the totals reported as new 
business. 

EcoNoMICALLY SPEAKING 


In the earlier years exclusively and at 
present in degree group insurance 
premiums were paid entirely by the 
employer. The cost of a plan to supply 
the employes an amount of insurance 


equal to one year’s salary, with 
maximum of $3000 to those receiving 
more than that sum in salary, was 
found to average about one per cent of 
the payroll. 

From the employer’s standpoint the 
economic question was this: Would g 
payroll of 101 per cent, which would in. 
clude the gratuitous element of a life 
insurance policy on the life of the 
worker for one year’s salary, i 
through the worker to the worker's 
home where the ultimate effect of the 
insurance would be registered, give 
larger values to the employer than 4 
100 per cent payroll? 

Perhaps the best general answer to 
this question of the employer was ex- 
pressed by the Committee of the Na 
tional Association of Manufacturers 
appointed to study group insurance, 
which reported in part: 

Your Committee believe that those hay. 
ing in mind the improvement of conditions 
of those in their employ, so far as the same 
may be justified by a modest expenditure, 
will probably find in Group Life Insurance 
the medium which, dollar for dollar of such 
expenditure, will prove most beneficial to 
employer and employe alike, and therefor | 
to the general improvement of industrial 
conditions, 


The initial cases of group insurance 
paid for entirely by the employer re 
moved all fear that group insurance 
would not be appreciated unless the 
employes paid part of the cost. As the 
business grew, cases in which the em- 
ployer provided a reasonable amount | 
of group insurance developed a demand 
on the part of the employe to be al 
lowed to obtain additional insurance 
entirely at the employe’s own cost. 
This hastened the development of so 
called contributory group insurance 
whereby the premiums are paid for 
jointly by employer and employe. 
Both plans have worked well, the 
tendency at the present time | 
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rather in favor of larger amounts than 
were originally taken out, with the 


employe paying part of the premium 
cost. 
Group INSURANCE 


As the group business developed, 
questions arose as to what was properly 
a group from a sound underwriting 
dandpoint. This resulted in an agreed 
definition of group insurance being 
adopted by the Convention of In- 
surance Commissioners of the various 
states, which definition as embodied in 
the New York Statute is as follows: 


Group Life Insurance is hereby declared 
tobe that form of life insurance covering not 
less than fifty employes with or without 
medical examination, written under a policy 
issued to the employer, the premium on 
which is to be paid by the employer or 
by the employer and employes jointly, and 
insuring only all of his employes, or all of 
any class or classes thereof determined 
by conditions pe:caining to the employ- 
ment, for amounts of insurance based upon 
some plan which will preclude individual 
selection, for the benefit of persons other 
than the employer; provided, however, that 
when the premium is to be paid by the 


_ employer and employe jointly and the 


benefits of the policy are offered to all 
digible employes, not less than seventy-five 
per centum of such employes may be so 


insured. 
The New York statutory group in- 


surance definition has been amended 
within the last year or two to permit 
the application of group insurance to 
units of the naval and land militia, 
and under certain conditions to labor 
unions. These amendments, however, 
do not open the door widely for the 
acceptance of such groups because the 
underwriting conditions that permit 
employes of one employer to be safely 
and advantageously insured on the 
group plan are not in all instances suf- 
ficiently present in other forms of 
group. 
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Group CLASSES 


The definition provides for two 
classes of groups, the one in which the 
employer pays the entire premium, and 
the other, the so-called contributory 
group, where the employe shares in the 
premium cost. 

The contributory group, the second 
type of group referred to, is formed by 
voluntary action of the employes in 
which the employer joins with the 
employe in paying part of the premium 
cost. Naturally it would not be rea- 
sonable to expect voluntary action from 
100 per cent of any class of employes on 
any proposition. Therefore the rule in 
a contributory group is that a minimum 
of seventy-five per cent of all eligible 
for the insurance accept the same and 
that the group continue to maintain at 
least seventy-five per cent of all the 
eligible employes. 

Those in the employ are insured ac- 
cording to some class rule. By class 
rule is meant, for example, insuring all 
employes who have been one year or 
more in service, or employes earning 
say $1500 and over, per annum, or all 
of any particular department or activ- 
ity constituting in itself a class. 

These class rules will be readily rec- 
ognized as necessary in group insurance 
since no medical examination is re- 
quired. The strong support the weak. 
Thus does group insurance by including 
large classes of employes completely 
eliminate self-selection against the in- 
suring company in the group where the 
employer pays all the cost, and in the 
contributory group minimizes the like- 
lihood that the employe, conscious of 
his insurability, would stay out to the 
material detriment of the group. 

Insuring employes of one employer 
in a going concern under class rules 
affords the practical assurance of an age 
distribution of age average for the 
group which will vary little. While 
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individually the members of an em- 
ployer group grow older, it does not 
follow that the average or age distribu- 
tion is affected by that fact, because as 
an offset younger lives are continually 
coming in as the older lives retire or 
decease. 

The more or less stationary char- 
acter of the age distribution permits 
the use of the one-year term policy to 
produce practically an unvarying pre- 
mium for the group. Hence for group 
insurance the use of the one-year term 
policy with its consequent low premium 
is sufficiently representative of current 
and, under ordinary conditions, of 
future cost. 

The years have attested to the 
soundness of the theory of group non- 
medical selection. The mortality has 
been well within the tabularly expected 
rate and has approximated the ultimate 
mortality rates for individual lives in 
which the selection has been by medical 
examination. 

Groups other than employe-employer 
groups must be judged from an under- 
writing standpoint by practically the 
same standards applied to employer 
groups and such groups that vary from 
ordinary conditions may tend to lose 
insurability under the group plan. 
Many employe association or labor 
union groups present substantially the 
same aspects from an underwriting 
standpoint as employes of one em- 
ployer, but many groups of this type do 
not. Here enters underwriting judg- 
ment in passing upon such groups. A 
recent development in group insurance 
is the entrance of The Labor Union 
Life Insurance Company, a company 
organized by Labor Unionites on sound 
old line principles, one of its chief pur- 
poses being to serve labor unions in the 
matter of supplying group insurance. 

The life insurance companies have 
used good judgment in pioneering in 
the group insurance field with the re- 


sult that the business has been writte 
on a profitable basis. It has increase 
the life insurance field by enabling th. 
life insurance companies to reach out ty 
lives not previously available to th 
agent and by co-operating with th 
employer in insuring masses of employes 
in amass way. In group contracts life 
insurance companies have extended life 
insurance coverage to 4,700,000 work. 
ers for $5,600,000,000 of insuranee, 
using the estimated figures of Decem. 
ber 31, 1926. To get a comparison a 
to what this means in insurance on the 
working people of this country it may! 
be pointed out that the volume exceed 
the total sum of industrial insurance jp 
force on this Continent as recently a 
the year 1918. While group insurane 
is limited in its application to groups¢d 
not less than fifty employes of on 
employer and therefore must exclude 
all the small owners and small operator 
with less than fifty in the service, and 
for this reason practically excludes al 
agricultural workers, yet the sum total 
of lives insured represents about tes 
per cent of the total workers in this 
country. 

The mass idea as introduced into life 
insurance by the group plan has in tum 
developed other plans of selling in 
dividual insurance to aggregations o 
employes under the Salary Savings or 
Salary Deduction plans. In_ thes 


se 


plans the employer fosters the taking 
out of life insurance by the employes | 
and permits the premiums for such in- 
surance to be deducted monthly by the | 
paymaster and remitted in mass to 
insurance company. 
The life insurance company has by 
means of group insurance made far 
reaching contacts with large employers 
that constitute important fields of in 
fluence for the extension of the regular 
business. The regular or individual 
new business of the six leading group 
insurance companies wholly exclusive 
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of group has increased, from the year 
1920 to the year 1925 inclusive, about 
four times the ratio recorded for the six 
leading life insurance companies special- 
ing in regular individual business 
only. 


Benerits To Lire INSURANCE 


Group insurance has realigned and 
isrealigning the giants of life insurance. 
Itis significant that the so-called group 
companies should be also the com- 
panies making the greatest gains in 
regular insurance. It is also to be 


| poted that consistent with the develop- 


ment of group insurance from an idea 
in 1911 to its present large size, that the 
business of both ordinary and industrial 
insurance has increased prodigiously. 
The only absolute deduction to be 
drawn from this is a negative one; 
namely, that group insurance has not 
retarded the development of the busi- 
ness of life insurance in any depart- 
ment. How it has helped the develop- 
ment in other departments cannot be 
stated accurately because of the variety 
of influences at work in the leading 
group companies, not the least of which 
isthe progressive character of the com- 
panies pioneering and entering the 
group insurance business in the desire 


to extend their life insurance franchise 
to the fuller discharge of its obligations 
and privileges. 

The ultimate end of group life in- 
surance is, within the limits of good 
underwriting, to make group insurance 
as universal as the pay check. The 
pay check establishes the value of the 
worker’s life and pleads the need of 
insurance to cover the hazard. In 
working toward this end the employer, 
the employe, the insurance company, 
the agent, and society at large is 
benefited. The benefit to society hap- 
pily comes about in degree in the form 
of promoting production by promoting 
content through better industrial rela- 
tionships between employer and em- 
ploye. 

Without attempting the baffling task 
of quantitatively measuring what group 
insurance has done or may do in avoid- 
ing wasteful industrial strife, in avoid- 
ing wasteful changes of occupation for 
trivial causes or in avoiding wilful 
neglect, is it not sufficient to conclude 
from the continuing rapid growth of 
group insurance that it fulfills at least 
in part the enthusiastic judgment of 
one great industrial organizer who said 
paradoxically that “the cost for group 
life insurance is a profit.” 
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Life Insurance Companies and Pension Plans 


By M. Avsert Linton, F.AS., F.DA. 
Vice-President, Provident Mutual Life Insurance Company of Philadelphia 


ENSION systems have their origin 

in humanitarian considerations. 
The employe who has given many 
years of faithful service must not in 
old age be thrown out of work without 
some means of subsistence. Unless 
there is a means of retiring him satis- 
factorily, he may be retained in the 
service far beyond the time when he 
can do his work efficiently. Although 
this may satisfy the employer’s feeling 
of responsibility toward the aged 
employe, it may materially cut down 
the productive power of the group of 
workers. A well conceived pension 
plan meets the situation by supplying 
funds when they are needed to care 
for those who, for the good of the 
business, should retire. The retire- 
ment is effected comfortably and in a 
manner that does justice to all con- 
cerned. 

Psychological considerations are al- 
ways important in matters which 
affect group action. The very exist- 
ence of a satisfactory pension plan 
conduces to better work by employes— 
especially by those in middle life who 
are beginning to see the possibilities 
old age may hold in store for them. 
It helps greatly to have them feel that 
they will be protected from an old age 
of dependent poverty. A few in- 
dividuals of course will have the ability 
and the will power to save so that they 
will have funds available when old age 
comes. On the other hand, many wil! 
not do so and hence will present a 
problem when they become super- 
annuated. Pension plans are intended 
to solve that problem. 

Another psychological advantage of 


the pension plan is that workers jy’ 


their prime have greater prospects ¢ 
promotion, since the old age retin. 
ments encourage movement all 

the line. A loyal, contented force ¢ 
workers, responding spontaneously ty 
fair treatment, is one of the secrets of 
profitable management. 

A pension principle grown gray 
with age is somewhat as follows: Th 
worker is led to anticipate a pension 
that will be expressed as a percentag 
of his average salary during, say, the 


last five or the last ten years of his! 


employment. The percentage is ob 
tained by multiplying his years ¢ 
service say by 2 or 14 or 1. Then 
may also be a stipulation that th 
pension shall not fall below a stated 
minimum or rise above state 
maximum. 

To provide such pensions employer 
have frequently set aside each year 
a separate fund a certain percentaged 
the pay roll. Since pensions are ob 
ligations that normally mature onl 
after many years, the fund in @ 
average establishment is bound to grov 
to what may appear to the employe 
to be an inordinate size before the 


pension payments assume large pr 
portions. During the period of growth 
—and it is likely to be a relatively 
long period—the employer may come 
to be well satisfied with his system 
Everything seems to be runnig 
smoothly. Then one day a cloud “s# 
small as a man’s hand” appears on th 
horizon. It grows larger and large 
uutil it becomes evident that a storm 
threatens. The actuary is called i 
Insofar as he can make reliable a 
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sumptions as to the future, he is 
likely to find that the present value of 
the liabilities is far in excess of the 
assets in hand plus the present value 
of the sums normally to be set aside 
for the pension fund in the future. 
Rither the plan must be modified or 


in} the business must shoulder a serious 


fnancial burden—perhaps an impos- 
sible one. 

This has been the tragic history of 
many pension funds and the fact is 
becoming known to workers. They 
want certainty. Hence the old-fash- 
ioned pension fund, unless established 


on a sound actuarial basis (and that is 


frequently impossible to accomplish 
because the unknown factors are too 
numerous) does not meet the basic 
requirements of a satisfactory pension 


‘system. The tragic failure of the 


pension plan of Morris and Company, 
the packers, has been a striking object 
lesson. The facts as briefly stated by 
the Babson Statistical Organization 
in their Business Supplement of Sep- 
tember, 1925, are as follows: 

The Morris Company Plan, started in 
19099, was a contributory system with 
voluntary retirement at fifty-five and 
obligatory retirement at sixty-five. Twenty 
years’ service was a prerequisite for the 
receipt of the pension. The company 
undertook to set aside $25,000 a year until 
the fund had reached $500,000. For 
thirteen years the plan operated and as 
employes retired their pensions were duly 
paid. By 1922 about 400 employes were 
thus pensioned when Armour & Company 
took over the Morris Company in a 
corporate merger. Those on the payroll 
of the Morris Company were absorbed in 
the pension plan of the Armour Company, 
but the 400 retired employes were left 
helpless. ‘The Armour Company held they 
should be provided for by the former 
Management. 

Here is the siartling point in the situa- 
tion. When experts estimated—on the 
basis of life probabilities of the 400 pen- 
sioners—how much money would be needed 


to pay their benefits, it was found that it 
would take $8,000,000. A court decision, 
following a suit by a group of pensioners, 
held that the pension plan created no 
contractual liability on the part of the 


company. 


The primary object in seeking the 
help of a life insurance company in 
setting up a pension plan is to make 
certain that pension obligations will 
be completely fulfilled. The life in- 
surance company’s first consideration 
will be to furnish a definite guarantee 
as to what a given series of current 
deposits will produce in the way of 
future pension payments. It will not 
underwrite a system which promises a 
pension to be determined as a per- 
centage of the worker’s salary during 
the latter years of his employment. 
The unknown factors underlying that 
system defy accurate actuarial forecast. 


Tue Premium DEFERRED 
ANNuITY PLAN 


To meet pension requirements life 
insurance companies have developed 
a plan based upon the single premium 
deferred annuity principle. It is a 
plan under which future liabilities are 
completely provided for as they are 
incurred. Premium payments are 
made periodically to the life insurance 
company which in return guarantees 
the payment of a stated amount of 
life income commencing at the retire- 
ment age. This plan has been adopted 
by the New York Stock Exchange for 
the employes of the Exchange and 
affiliated companies. 

A description of the way in which the 
Exchange plan works in the case of 
one of the employes will help to make 
clear the basic principles underlying 
the single premium defeired annuit, 
plan. An employe thirty years of age 
had been in the service for five years 
and was receiving a salary of $62 a 
week when the plan was inaugurated. 
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First the Exchange paid for a life 
income to commence at age sixty-five 
amounting to $10 a month—arrived 
at by multiplying the period of past 
service by $2. This obligation, having 
been paid for by a premium at the 
inauguration of the plan, was assumed 
by the life insurance company and, 
without reference to the future pension 
policy of the Exchange, was guaranteed 
to the employe provided he should 
remain in the service until age sixty- 
five. 

The Exchange further undertakes, 
so long as the pension plan remains 
unchanged, to purchase each year an 
additional life income of $2 a month 
commencing at age sixty-five. Should 
the salary rise above $80 per week, the 
amount of income that would be 
purchased each year would be increased 
from $2 to $3. Assuming, however, 
that the salary remained below $80 
there would be purchased during the 
thirty-five years of service to age 
sixty-five a life income of $70 a month 
(35 x 2). This with the $10 a month 
purchased at the inauguration of the 
plan would mean a life income of $80 
a month or $960 a year. The life 
income paid for in full by the Exchange 
is called the service income. 

The Exchange, however, holds out a 
very real incentive to the employe to 
save on his own account. It will double 
the service income that it will cur- 
rently buy for the employe, provided 
the employe will apply at least three 
per cent of each month’s salary (taken 
to the nearest dollar) to increase the 
life income payable at sixty-five. 
Three per cent of the employe’s salary 
in the present example yields $8 per 
month. This payment for the re- 
maining thirty-five years will provide 
a life income of $68 per month—called 
the annuity income. 

Assuming that the salary will re- 
main unchanged, the retiring income 


at age sixty-five will b» $218 per mont, 
made up as follows: 

Per Moni 
Provided at inauguration of plan... ... $10 


Service annuity of $2 a month purchased 
by Exchange each year for thirty-five 


years 
Additional service annuity of same 
amount purchased by Exchange be- 
cause employe is a depositor........ 11 
Annuity Income provided by employe’s 


This amounts to $2616 a year, mor 
than eighty per cent of the presen| 
salary. If the employe desires he may 
deposit more than the minimum of § 
per month and still further increas 
the retiring income arising from his 
own deposits. 

In the event of death before th 
income payments begin, the ben | 
ficiary will receive the total deposit 
made by the employe (without inter 
est). If the retiring income shall hay 
commenced and the employe shall de 
without having received in aggregate 
monthly income as much as he orig- 
nally deposited, the beneficiary wil 
receive the balance. In the event that 
the employe becomes totally an 
permanently disabled after twenty 
years of service, payments will im 
mediately begin on all the servic 
annuities that have been secured for 
the employe up to the date of dis 
ability. In addition, payment of any| 
further deposits on the employes 
individual income annuity will bk 
waived during disability. The effec 
of this waiver is to maintain the em- 
ploye’s income annuity certificate i 
full effect so that it will grow in valu 
in precisely the same way as though 
he were himself making monthly 
deposits. Provision is made that i 
retirement should occur before or after 
age sixty-five the life income will k 
correspondingly reduced or increased. 
The employe receives a small certif- 
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cate book which describes the plan 

and provides a space for the affixa- 

tion of certain stamps evidencing the 

right to certain annuities as they are 
vided. 

If employment ceases before retire- 
ment from a cause other than death or 
disability, the employe takes nothing 
with him on account of the service 
income for which the Exchange has 
been making provision with its own 
funds. Instead the Exchange receives 
an appropriate cash surrender value 
fom the life insurance company. 
This cash surrender value is used in 
part payment of the premiums pay- 
able to the insurance company for the 
annuities that are currently being 
purchased. It is an important item 
and materially reduces what might 
otherwise be a heavy premium outlay. 

As far as any individual employe 
may be concerned, there is a yearly 
increase in the premium paid by the 
Exchange for the given service annuity. 
For example, the single premium re- 
quired at age fifty-five to purchase a 
stated life income commencing at age 
sixty-five will be approximately three 
times the corresponding premium at 
age thirty. If all employes who 
should live to age sixty-five should 
remain in the service, the aggregate 
premiums required would be contin- 
ually on the increase and would prove 
a heavy burden to the Exchange in 
later years. However, there is the 
inevitable turn-over which is con- 
tinually yielding surrender values from 
the service annuities of those who 
leave, thereby reducing the aggregate 
premium payments paid by the Ex- 
change 


The single premium deferred an- 
nuity plan has the merit that the 
service income provided up to any 
given moment is completely provided 
for and does not create a financial 


problem for the future management of 


the Exchange. Should the Exchange 
ever abandon the plan; the life income 
that has been purchased prior to the 
abandonment would not be affected 
for the employes who remain to the 
retirement age. The contracts issued 
by the insurance company are par- 
ticipating so that premium payments 
are reduced periodically by distribu- 
tions of surplus. Some additional 
details of the Exchange Plan are given 
in the Note at the end of this article, 
p. 40. 


Tue Levet Premium PLAN 


It will be noted that the single 
premium annuity principle is not 
employed in connection with the 
premiums paid by the employe who 
becomes a depositor. He pays a level 
premium year after year (except when 
his salary changes) for the income 
annuity he is to receive from his own 
payments when he attains age sixty- 
five. As we have seen, the level 
payment of $8 monthly at age thirty, 
continued to age sixty-five, will pro- 
duce an income annuity of $68 per 
month. We are therefore led to a 
consideration of pension plans involv- 
ing level premium payments which 
life insurance companies have de- 
veloped for handling the employer’s 
obligation. 

Although the details of the level 
premium principle are numerous, the 
primary characteristic is that the 
contractual premium paid by the 
employer year after year remains un- 
changed. If the contract is partici- 
pating the premium will be reduced by 
periodical distributions of surplus. 
The premium at the outset will be 
larger than under the single premium 
deferred annuity plan, but it will not 
increase each year. Also the employer 
receives larger credits from the sur- 
render values of those who withdraw. 

The variations in the level premium 


| 
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plan concern in large measure the 
benefits available upon withdrawal 
prior to retirement. The larger these 
benefits, the larger must be the pre- 
mium to. provide a given retiring 
income. In the Stock Exchange plan 
the withdrawing employe who has 
been paying premiums toward his 
income annuity receives back all he 
has paid in without interest. A foot- 
note in the pamphlet describing the 
plan shows that at age thirty for 
example, $3 a month will provide a 
monthly income annuity of $25.50 
beginning at age sixty-five. Under a 
plan in which interest would be 
allowed upon withdrawal this would be 
reduced to $16.76. Expressed in an- 
other way, the interest plan at age 
thirty requires a fifty-two per cent 
greater premium to produce the same 
income annuity, commencing at age 
sixty-five. 

Applying a level premium principle, 
the concrete case of the employe 
described under the Stock Exchange 
plan might work out as follows: If it 
is assumed that the employe is a 
depositor we have seen that in the 
event of his remaining in service until 
age sixty-five he would be entitled to 
a service annuity of $150 per month. 
Instead of building up this income 
piecemeal by a series of increasing 
single premium deposits, the Exchange 
would pay the level premium on a 
service annuity of $150 a month. Us- 
ing the same table as that underlying 
the income annuity paid for by the 
employe, this would mean an outlay 
of about 6)4 per cent of his salary. 
This sounds high. However, the re- 
funds from withdrawals would materi- 
ally reduce the outlay as in the case of 
the single premium deferred annuity 
plan. The benefits available in the 
event of death after the life income 
has commenced may of course be 
the same under the level premium plan 


as under the single premium deferred 
annuity plan. 


GENERAL CONSIDERATIONS 


It is not the function of this artic 
to express a preference for one or the 
other of the two plans. Each has its 
merits. The specific circumstanees 
may indicate which one would be the 
more satisfactory in any given cage 
Technical advice, however, should be 
sought. Life insurance companies 
specializing in the meeting of pension 
needs are always glad to help. The 
working force must be classified by 
age, sex, salary and period of service 
so that concrete figures may be ob 
tained. If the employer is to receive 
a surrender value from the life in 
surance company when an employe 
drops out, then a rate of withdrawal : 
will be assumed and will play a 
important part in the estimate of the 
cost to the employer. 

It is generally accepted that the 
most successful pension plans ar 
those which elicit active support from 
the employes. This support is evi- 
denced by their contributing a part of 
the cost. In the Stock Exchange plan 
it will be recalled that the employe 
who is not a depositor receives merely 
a minimum unconditional service in- 
come. The Exchange undertakes to 
double the service income currently 
provided if the employe becomes ‘| 
depositor by contributing at least 
three per cent of his salary. It should 
be the aim of all pension plans to en- 
courage the employe to make some 
provision for his own old age. 

A formal pension plan involving a 
specific retiring income for each it 
dividual should not be applied to 4 
group of employes having a high rate 
of turn-over. If in a given age group, 
say the twenties, only one out of every 
twenty-five employes is likely to be in 
the service at the retiring age, it would 
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Lire InsuRANCE COMPANIES AND PENSION PLANS 


be wasteful to keep a complicated set 
of accounts for each of the twenty-five 
in order that the one person who lives 
to the retiring age may receive a 
ion. To meet this obvious diffi- 
culty it is sometimes practicable to 
apply the plan only to the employes as 
they come into a certain classification 
set up to eliminate the employes who 
are most likely to be impermanent. 
For example, an employe might not be 
brought into the calculation until he 
had attained a certain age and served 
aminimum number of years. 

If it is impossible to establish a 
practicable classification that will pro- 
duce a group showing a moderate rate 
of withdrawal, then the formal plans 
such as we have been discussing are of 
doubtful value. They would involve 


too much wasteful lost motion. About 


the best solution in a case of this kind 
is for the employer to set aside regular 
sums with which to build up a fund to 
buy annuities for the employes who 
reach the retiring age. The annuities 
would be purchased from a life in- 
surance company so that their pay- 
ment, once contracted for, would be 
put beyond the vicissitudes of the 
business. 

The amount to be set aside should be 
determined with the aid of a qualified 
actuary. It would probably be ex- 
pressed as a percentage of the current 
pay roll. However, at best it is diffi- 
cult to make an accurate forecast since 
the uncertain element of persistency 
in the service plays a large part in the 
computation. Take for example a 
group of 100 employes, aged thirty to 
Whether five or ten or 


twenty will be in the service at age 
sixty-five, obviously has a large bear- 
ing on the amount of money that must 
be set aside to provide the premiums 
with which to buy the retiring income 
as the employes reach the retiring age. 
In passing it may be worth remark- 


ing that by an arrangement with a 
fiduciary institution the employer can 
relieve himself of the management of 
the accumulating pension fund. Such 
an arrangement places the care of 
the funds in the hands of those 
skilled in investment matters and more 
effectively separates the pension fund 
from the current conduct and demands 
of the business. 

In the plans that have been dis- 
cussed the assumption is made that 
the employes who withdraw prior to 
the retirement age from a cause other 
than death or disability will have no 
vested interest in the funds set aside 
by the employer for his ultimate pro- 
tection. This proceeds on the theory 
that the pension is to be paid in return 
for length of service and not on the 
theory that the pension funds are put 
aside as in a sense a part of the pay of 
the employe to which he is entitled if 
he leaves the service. Obviously the 
cost of a system which would give 
the employe a vested interest in the 
amount which the employer sets aside 
for his benefit, would be large. 


AccrRUED LIABILITIES 


No article dealing with pensions 
would be completes without reference 
to those troublesome things technically 
known as the “‘accrued liabilities.” 
Like the poor, they are always with us. 
They are the major problem requiring 
solution in the establishment of prac- 
tically every pension plan. What 
shall be done to make up for the past 
years during which there was no 
pension plan and in which, therefore, 
nothing was laid by to care for the 
employes who are approaching the 
retiring age? To build up a pension 
fund for them in the few years remain- 
ing before retirement requires a large 
sum that frequently weighs heavily 
on the employer. 

There is no magic way by which the 
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problem of the accrued liabilities can 
be solved. They must be technically 
computed and then faced. They need 
not be met in one lump sum payment. 
They may be met in a series of pay- 
ments extending over an appropriate 
period of years. The method in each 
particular case must be determined in 
the light of the given circumstances. 

In the brief space available it has 
been possible in this article merely to 
outline a few of the phases of the great 
problem of pensions. Experience has 
amply demonstrated the need for 
bringing the maximum of certainty 


Salary 


Class A—$40.00 a week and under............. 
Class B—$40.01 to $60.00 a week............. 
Class C—$60.01 to $80.00 a week............. 
Class D—$80.01 a week and over.............. 


into any pension plan. This is the 
primary reason why the help of life 
insurance companies is being sought. 
When the group of employes is un- 
stable, continually changing, the prob- 
lem is quite difficult. The life in- 
surance company cannot be of much 
help during the active service of the 
employe. It can, however, take over 
the retiring income by selling an ap- 
propriate type of annuity contract 


Salary 


Class A—$40.00 a week and under............. 
Class B—$40.01 to $60.00 a week............. 
Class C—#60.01 to $80.00 a week............. 
Class D—$80.01 a week and over.............. 


when the retirement occurs. On the 
other hand, when a group of employes 
is sufficiently stable, the life insurance 
companies can render material assist- 


Monthly Deposits 
Age at Entry $3.00 $5.00 $10.00 
into Plan Income Annuity Payable aoa for Life After Age 6 

20.. $45.42 $75.7 $151.40 
30.. 25.50 42.50 85.00 
35.. 18.54 30.90 61.80 
8.85 14.75 29.50 
5.55 9.25 18.50 


ance from the outset. 


There is an 
increasing tendency in that direction, 


Note: Additional Details of the Stock 
Exchange Plan 


(In this note are included a few addi. 
tional details of the Stock Exchange Play 
which was described in its application 
an employe aged thirty who had been jp 
the service five years when the plan wa 
inaugurated.) 

For each year of service during which ap 
employe’s salary falls into one of the folloy. 
ing classifications, the employe will receiye | 
an unconditional service annuity, paying a 
life income from age sixty-five as follows: | 


Annuity for Each 
Year of Service | 


For service rendered before July 1, 1925, 
when the plan was inaugurated the employe | 
was considered being in the Salary Class in 
which he was on July 1, 1925. 

If an employe becomes a depositor by 
depositing through pay roll deductions each 
month a minimum of three per cent of his 
salary (to the nearest even dollar), the 
Exchange will double the service annuity 
insofar as future service is concerned. 
Thus, for depositing employes, the follow. 
ing scale of service annuities will hold: | 


As to Service Before As to Service After 
Beginning Deposits Beginning Deposits 


5 ah $1.00 a month $2.00 a month 
ah 1.50 a month 3.00 a month 
— 2.00 a month 4.00 a month 

3.00 a month 6.00 a month 


The following table gives the amounts 
of income annuity, in addition to servic 
annuity, secured by men employes who 
deposit either $3 or $5 or $10 each month: 


| 
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If the employe leaves the employ or with- 
draws from the plan, he has three options: 


(a) He may receive a full income an- 
nuity on his deposits by continu- 
ing to make regular deposits 
directly to the insurance company 
until age sixty-five, or 
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(b) He may receive a monthly income 
for life after age sixty-five pro- 
portionate to the deposits he has 


already made, or 


(c) He may receive his money back in 


full (without interest). 
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The Development of Adequate Protection for the 
Disabled Life Insurance Policyholder 


By Epwarp W. Marsna F.A.S., F.A.LA. 
Associate Actuary, Provident Mutual Life Insurance Company of Philadelphia 


NE of the most impressive features 
in the recent development of the 
life insurance business has been the 
rapid increase in the value and popu- 
larity of the disability provision in life 
insurance policies. Only twenty years 
ago the disability provision was a crude 
experiment, adopted hesitatingly by a 
few life insurance companies. It had 
many imperfections, its worth as an 
insurance measure was comparatively 
little. Like the “horseless carriage” 
it was viewed with suspicion by some, 
and dire predictions were made regard- 
ing the difficulties and disappointments 
which would follow its adoption. 
During the last two decades, how- 
ever, many important changes have 
taken place in the quality of the dis- 
ability protection offered, tle attitude 
of life insurance companies towards the 
innovation, and its reception by the 
insuring public. Today, the amount 
of life insurance outstanding in the 
United States and Canada under 
policies containing a disability provi- 
sion totals over $29,000,000,000, ac- 
cording to an estimate based on data 
recently obtained from a large number 
of representative companies, and this 
huge amount is being increased by 
about $4,000,000,000 yearly. About 
thirty-eight per cent of the new life 
insurance policies now being issued 
include a disability provision and 253 
out of 259 companies are using such a 
provision in their contracts. The 
economic significance of this develop- 
ment is shown by the fact that already 
the disability benefits promised by 
outstanding life insurance policies total 


more than $3,200,000,000 yearly, @ 
nearly as much as the annual expend). 
tures of the United States Gover. 
ment. 

There are several reasons for this 
tremendous growth in the amount of 
disability protection furnished by life 
insurance companies. It is obvious 
that the value of the disability provi- 
sion as a “talking point”’ in the sale of 
life insurance is very great. Total and 
permanent disability is feared in 
stinctively by everyone. It does not 
appear so remote as death or old 
age. To aman or woman whose entire 
income would cease at disability the 
appeal furnished by the disability pro- 
vision is strong. 

Furthermore, the modern disability 
provision is being accepted as a sound 


insurance measure. It has been said 
that “life insurance is a system devised | 
to protect someone against the economic 

loss caused by the termination of a pro- 
ducing power.” The producing or in- 

come-earning power of a person may be 

terminated by any one of the three 

major physical hazards of life — death, | 
old age, and total and permanent disa- 

bility. The well-known endowment | 
policy furnishes insurance payable if | 
the insured should reach old age or if © 
he should die before that time. The 
disability provision now furnishes pro- 
tection in case the insured should be 
totally and permanently disabled. 
Thus the policyholder’s insurance pro- 
gram may become definite and well- 
rounded. Should his earning power be 
terminated by any one of these three 
causes, a life insurance policy of suffi- 
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cent amount will provide funds to 
relieve the financial strain thus created. 
It is a fair question, however, to ask 
whether the modern disability provi- 
sion actually is meeting this economic 
need and furnishing adequate disa- 
bility protection. Is the increasing 
popularity of the disability provision 
hlly warranted? In order to answer 
this question dispassionately, let us 
analyze the modern disability provision 
and determine whether it is meeting 


the needs of the disabled policyholder. 


Mopern DisasBitity PRovIsION 


There are two important parts of a 
disability provision: first, the definition 
of disability which indicates the cir- 
cumstances under which the insured 
will receive disability benefits; and 
second, the description of the benefits 
to be given if the disability should 
occur. As each of these parts has a 
great bearing on the value of the dis- 
ability provision, it will be enlightening 
to consider them separately. 

The Definition of Disability —In 
framing the definition of disability, it 
has been an almost universal practice 
to ignore trivial disabilities which have 
no great economic significance. The 
“termination of a producing power” 
by bodily injury or disease is the con- 
tingency against which protection is 
desired. Consequently, until recently, 
the disability provisions have fur- 
nished protection only against “total 
and permanent disability.” Temporary 
disability, interrupting the insured’s 
income-earning ability through a short 
sickness, or partial disability reducing 
somewhat his earning power but not 
terminating it, have not been covered. 
These less serious types of disability 
have not been considered to be in the 
same class as the three major physical 
hazards, death, old age, and total and 
permanent disability. Another practi- 


cal reason has been that the premium 


for the disability provision would be 
increased considerably if benefits were 
to be paid on account of these relatively 
minor types of disability. A typical 
policy defini'ion of “total and per- 
manent disability” is as follows, the 
insured being entitled to qualify for 
benefits under either part of the defi- 
nition: 

(1) The entire and irrecoverable loss by 
bodily injury or disease of the 
sight of both eyes or of the use of 
both hands or of both feet or of one 
hand and one foot; or 

(2) Disability caused by bodily injury or 
disease, which wholly prevents the 
insured and presumably will for 
life continuously and permanently 
wholly prevent him from engaging 
in any business or occupation or 
performing any work for compensa- 
tion, gain or profit. 


Under definition (1) certain severe 
forms of disability are specifically 
covered even if the insured may be able 
to earn an income in spite of his handi- 
cap. This definition is used by about 
twenty-nine per cent of the companies, 
most of the remainder requiring that 
the two hands, two feet, or one hand 
and one foot must be completely sev- 
ered at or above the wrist or ankle 
respectively. The tendency seems to 
be, however, for companies to adopt 
the more inclusive provision quoted 
above. 

Definition (2) is a much more im- 
portant one as most of the total and 
permanent disability claims fall within 
its scope. The disability must be 
total so that it will “wholly prevent the 
insured from engaging in any business 
or occupation or performing any work 
for compensation, gain or profit.” 
This seems a stringent provision, that 
the policyholder must be unable to 
engage in any conceivable occupation 
of the most trivial nature. In the 
actual handling of claims, however, 
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companies have considered a person as 
totally disabled if, to all intents and 
purposes, he is prevented from working 
for a living because of bodily injury or 
disease. A consideration of the causes 
of disability shown below will reveal 
the fact that, in practice, the disability 
provision actually covers those types of 
severe disability which prevent the 
insured from earning a livelihood. 

The further requirement under de- 
finition (2), that the total disability 
shall be presumably permanent, has 
created some difficulties in the handling 
of disability claims. It is often impos- 
sible for any one to determine with 
certainty whether a given total dis- 
ability is or is not permanent. The 
best of medical authorities may differ 
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sixty-five per cent of the new insurang 
now issued with a disability provision 
contains such a definition. 

It would seem that this “ninety 
days” provision should cover any 
disability which is likely to cause either 
the termination or the serious inter. 
ruption of the insured’s earning power, 
However, in order to settle this ques. 
tion let us analyze the types of claims 
actually approved under this defini. 
tion. 

Analysis of Actual Disability Claims, 
—In 1926, the Actuarial Society of 
America published the results of ap 
investigaton of 6845 disability claims 
experienced under the “ninety days” 
clause by life insurance companies ip 
the United States and Canada. The 


in the diagnosis of a given disease and various causes of these claims ar | tube 
the prognosis of its future course. In shown in the following table: imp 
order to minimize the resulting com- - nere 
plications, a number of companies TABLE I—Causes or Drsastuirr Unper | dege 
have adopted a reasonable interpreta- _ 
tion of “permanent” disability so that 
cases of total disability which un- | 
doubtedly will be of long standing are Disabled abili 
considered permanent. The fact that 
many policyholders granted disability Tuberculosis (mainly of lungs)... | isn 
| benefits have recovered from their Accidents..................... 18 Tq 
“permanent” disability shows that neuritis and similar | 
companies have handled this matter in, 
| a liberal way. Nevertheless, the re- 5 of t 
| quirement that the disability shall be Appendicitis.................. 5 are 
| presumably permanent necessarily OR 4 othe 
| doubt into the and other malignant | 
In 1920 the difficulty was solved by a cases of bones m4 biome © 3 fact 
further provision that total disability Heart 2 disa 
| would be presumed to be permanent Bright's disease............ 1 offer 
after it had existed continuously for for 
ninety days. This was a great step in 100 bene 
: advance, as any doubt regarding the toa 
permanency of the disability was re- and 
solved in favor of the policyholder after Tuberculosis of the lungs is the most #4! 
| ninety days. ‘This broadened defini- important single cause of disability. oft 
| tion, which is popularly known as the The “ninety days” provision gives info 
most efficient protection in event of - 


disability from this cause. It insures 


} “ninety days” clause, is being adopted 
| rapidly and it is estimated that over 
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that the policyholder will receive 
during the remainder of his 
total disability, even if it seems likely 
that an early recovery will result. By 
reason Of the disability benefits re- 
ceived, the insured may be enabled to 
cure proper medical and sanitarium 
treatment, so that the likelihood of 
recovery is made greater and the period 
of total disability shortened—a most 
constructive economic result. 

The percentage of disability claims 
resulting from accident is larger in the 
above experience than normally will be 
obtained after the “ninety days” 
provision has been in use for a longer 

and a greater proportion of 
policyholders has reached a more 
advanced age. At the older ages, both 
tuberculosis and accident become less 
important relatively and there is an 
increasing proportion of claims from 
degenerative diseases and insanity. 
As has been pointed out by other 
writers on the subject, disease is by far 
the most important cause of total dis- 
ability, although disability caused by 


accident attracts attention because of 
its more sensational nature. 

The Risk of Disability.—The types of 
disability set forth in Table I vary 
widely in their effect upon the finances 
of the insured and his family. Some 
are of comparatively short duration, 
others may be expected to persist for 
life. The economic importance of the 
disability provision depends on two 
factors: first, the size of the risk of 
disability against which protection is 
offered; and second, the length of time 


_ for which the disability continues and 


benefits are paid. It will be interesting 
to attempt to measure these two factors 
and thus to make what may be termed 
a quantitative and qualitative analysis 
of the risk of disability. ‘To obtain the 
information necessary for such an 
analysis, reference has been made to 
the published disability experience of 


life insurance companies,' to the mor- 
tality experience of the company with 
which the writer is connected, and to 
fire insurance rates for protected brick 
and frame dwellings located in Philadel- 
phia and its suburbs. 

The first column of the following 
table traces the subsequent fortunes of 
a group of 1000 men aged twenty-five. 
For example, it shows that before age 
sixty about 213 of them will have died; 
and about 162 will have become totally 
disabled for a longer or shorter period 
of whom fifty-two will live and remain 
disabled for two years or more. A 
similar table is given for 1000 men aged 
thirty-five, forty-five, and fifty-five 
respectively. These life histories are 
traced only to age sixty, as the period 
before that age represents the major 
part of the average person’s income- 
earning career and the comparisons 
thus have a greater economic signifi- 
cance. 

Most of the cases of disability which 
continued for less than six months 
were terminated by the recovery of the 
policyholder; but nearly all of those 
cases continuing for at least two years 
were terminated by death, the disa- 
bility provision thus furnishing pro- 
tection to the insured during his re- 
maining lifetime. 

Several interesting deductions may 
be made from this table. Under the 
“ninety days” disability provision, the 
likelihood of becoming disabled before 
age sixty and receiving benefits for a 
longer or shorter period is over three- 
fourths as great as the risk of dying 
before that age. The risk of becoming 
disabled before age sixty and continu- 
ing in this condition for at least two 
years is several times as great as the 


chance of death from accident before 


1 The data for “Class (2)” and “Class (3)” 
of the Actuarial Society investigation above 
mentioned, “Class (3)” being given double 
weight. 
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TABLE Number or Our or 1000 Expecrep To Surrer 


Ace 60 THe ConTINGENCY SHOWN 
Out of Out of Out of Out of 
; 1000 Men | 1000 Men | 1000 Men | 1000 Mey 
Cay Aged | Aged | Aged | Aged 
25 35 45 55 
Disability Under “‘ Ninety Days” Provision, Continu- 
ing for the Following Period After Benefits Com- 
mence 
Any period whatever...................... 162 140 112 55 
52 46 37 19 
Death 
selene 213 185 147 59 
16 14 ll 5 
Fire Loss on Average Residence 
The total fire losses of any size paid to the 1000 
men before age 60 are equivalent to payment 
of full value insured to about............... 34 24 14 5 


age sixty. In fact, the chance of be- 
coming disabled before age sixty and 
remaining so for at least ten years is 
nearly as great as the probability of 
death before age sixty from such an 
important cause as heart disease. 

The financial effect of the residential 
fire hazard is shown by the fact that 
among 1000 men aged thirty-five, the 
aggregate residential fire losses experi- 
enced before age sixty are, on the aver- 
age, about equivalent in amount to the 
payment of the full amount of the fire 
insurance policy to twenty-four men 
out of the group. In reality, of course, 
the average loss by fire is a small 
proportion of the amount insured, and 
the number experiencing a fire loss is 
greater. At age thirty-five, twenty-one 
may expect to become totally disabled 
before age sixty and remain so for at 
least ten years. The financial conse- 
quences to twenty-one persons, result- 
ing from such a lengthy disability with 


the consequent termination of all 


earned income, would appear to be 
much greater than that of complete loss _ 
of one’s residence by fire occurring to | 
twenty-four persons. Prudent men | 
protect themselves against the risk of | 
loss by fire; this comparison empha- , 
sizes the wisdom of carrying insurance 
against the risk of disability. 

It should not be inferred, however, 
that the disability provision is the most 
important part of the life insurance | 
contract. The above table shows that 
the risk of death is considerably | 
greater than the risk of long continued 
disability and the likelihood of living 
until old age saps the strength and 
earning power is even greater. The 
disability provision, however, fills a 
distinct part in “completing the cir- 
cle of insurance protection” and if 
it is omitted from the policy contract 
there is a substantial risk left un 
covered. 
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Benerits IN Event or DisaBIuity 


The second important part of a dis- 
ability provision is the section which 
describes the benefits granted if the 
policyholder should suffer disability as 
defined in the policy. Here, too, there 
has been a great increase in the value 
of the disability provision in the last 


' two decades. Let us examine the 


modern disability clause .a the light of 
the needs of a disabled policyholder. 
As long as the insured remains dis- 
abled without income, his family is in 
worse financial straits than if he were 
dead. To the living expenses of the 
family must be added the cost of any 
doctors’ and nurses’ services, hospital 
charges and other expenses of a dis- 
abled person. There is a great need 
for income to replace in part the earn- 
ings of the insured which were termi- 


: nated by the disability. Furthermore, 


the life insurance carried by the in- 
sured is in danger. The premium 
payments become difficult to meet and, 
on the other hand, if the policy has a 
cash surrender value, there is a strong 


temptation to cancel the insurance 


outright and to obtain much needed 


_ funds. In order to remove this temp- 


tation and to preserve the insurance, it 
is essential that no premium payments 
should be required during the insured’s 
disability and that an income of a fixed 
amount should be paid to him. 

The modern disability provision 
meets this situation adequately. As 
soon as the insured becomes eligible 
for disability benefits, he is relieved 
from the payment of further premiums 
and commencing on the date when due 
proof of approved disability is pre- 
sented to the insuring company, he 
receives a monthly income of $10 for 
each $1000 insurance, as long as he re- 
mains totally disabled. Under a pol- 
icy for $25,000 insurance, for example, 
this income would be $250 monthly, 
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a substantial amount. Many com- 
panies provide for the disability in- 
come to be continued for the life of 
the insured, so that even after the 
maturity of an endowment policy the 
disability income is paid as long as 
the total disability exists. This provi- 
sion is a rather liberal one and while it 
may do some violence to the theory 
that the proceeds of the matured en- 
dowment policy are intended to replace 
the insured’s lost earning power thus 
making the disability income redun- 
dant, nevertheless, the additional funds 
are welcome as many policyholders do 
not carry an adequate amount of life 
insurance. 

Under the modern disability clause, 
the payment of these disability benefits 
does not interfere with other policy 
provisions. Dividends, cash and loan 
values, the insurance payable to the 
beneficiary if the insured should die or 
to himself at the maturity of an en- 
dowment policy—all are the same in 
amount as if the insured had not been 
disabled but had continued to pay 
premiums. This marks a great ad- 
vance over earlier forms of disability 
provision, under which the insured 
received the disability benefits at the 
expense of the beneficiary and the 
insurance payable to the beneficiary 
was reduced materially if not entirely 
after the disability of the insured had 
continued for a long period. Fortu- 
nately, this rather undesirable feature 
appears in but few disability provisions 
now issued. 

Space will not be taken to make an 
inventory of the less liberal disability 
provisions used by some life insurance 
companies in connection with new 
insurance. Time and the healthful 
influence of competition will tend to 
cause the improvement of those provi- 
sions which are seriously inferior. 
The situation today is far different 
from that outlined twelve years ago in 
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these pages,?> at which time many 
objectionable disability provisions were 
to be found and grave defects existed 
in many others. The greatly inferior 
clause is now the occasional exception. 
A few provisions survive which not 
only require that the disability shall be 
both total and permanent, but that the 
first payment of disability income shall 
be made six months after the fact of 
total and permanent disability has 
been established. This clause is mani- 
festly imperfect from an economic 
point of view, because of the hardship 
which such a long waiting period en- 
tails upon the insured and his family. 
Several other clauses provide that a 
waiting period of thirty, sixty or 
ninety days must elapse before proof of 
disability may be submitted even if the 
disability is total and obviously per- 
manent. These requirements seldom 
appear in the newer “ninety days” 
provision, which usually provides for 
benefits to commence immediately (or 
practically so) upon receipt of proof of 
disability covered by the policy. 


Orner Features 

Limiting Age.—Nearly all of the 
modern disability provisions cover only 
disability occurring before the insured 
reaches age sixty, although a few ex- 
tend this limiting age to sixty-five. 
Such a limitation is necessary because 
it is difficult to obtain reliable statistics 
regarding total and permanent disa- 
bility at the older ages, and disability 
due to “bodily injury or disease” can- 
not be distinguished always from dis- 
ability due to the infirmities of old age. 
A few companies provide a modified 
and smaller benefit in event of disability 
after the limiting age. This benefit 


2 Bruce D. Mudgett:—“The Total Disability 
Provision in American Life Insurance Contracts,” 
Supplement to The Annals of the American 
Academy cf Political and Social Science, May, 
1915. 


often takes the form of relief from pay. | 4 perso 
ment of premiums, such premiums gs} jgcome 
are waived to be deducted from the} fom h 
insurance payable to the beneficiary, 
Women and the Disability Provision, 

—An interesting anomaly is found whe, | It is 
the disability provision is issued tp} the di 
women. The death rate among bus. | means 
ness women is favorable, thus making | gtions 
them excellent risks for life insuranee | the b 
The rate of disability, however, js| from t 
about fifty per cent heavier thay provis 
among men. As an offset to this | the de 
higher claim rate, some companie | yjsion 
charge women a fifty per cent higher | jntere: 
premium for the disability provision,| Ezt 
while others charge the same premium | jncom 
as for men but modify the disability | ysuall 
benefits correspondingly. Still other | each 

companies do not issue the disability | partu 
income provision to women under any | made 
conditions, while on the other hand | least, 
some companies grant the provision to per $ 
women on the same terms as to men, | other: 
Most companies, however, do not issue | montl 
a disability provision to married | firstfi 


women. The whole situation evi for t 
dently is in a transitional stage with mont 
companies endeavoring to find the best | tive” 
solution consistent with sound insur | mium 
ance principles. II, th 

Limits of Amount.—The companies | year 
establish limits of insurance in con- _ twent 
nection with which they are willing to | becor 
issue the disability provision. These | uses 
limits are usually not over $25,000 or | speci 
$50,000 for the disability income | $100 
provision and $50,000 to $100,000 for , not 7 
the premuim-waiver-only provision. limit 
It is often required that the insured’s prem 
disability coverage in all companies _ other 
combined must be well within the | only 
amount of his earned income which | In 
would be terminated if he should be _ estin 
come totally disabled. These limits  erati 
are necessary as the incentive to | estal 
malingering is greater and the ten- | disal 
dency is for a disability claim to con- | sural 
tinue for a longer period, in the case of | edly 


| 


a. 


ee 


sperson who would receive a disability 
income almost equal to that derived 
fom his regular occupation. 


Recent DEVELOPMENTS 


It is evident that the development of 
the disability provision has by no 
means ceased. Clauses with new vari- 
ations in the definition of disability and 
| the benefits specified are appearing 
fom time to time. As some of these 

isions may have an influence on 
the development of the disability pro- 
yision in the near future, it will be 
interesting to consider them. 

Extension of Benefits. —Although the 
jncome payable during disability is 
yually described as $10 monthly for 
each $1000 insurance, certain de- 
partures from this standard have been 
made recently. Two companies, at 
least, fix the amount at $15 monthly 
per $1000 insurance. At least three 
others provide for the income to be $10 
monthly per $1000 insurance for the 
first five years of disability, $15 monthly 
for the second five years and $20 
monthly thereafter. This “accumula- 
tive” benefit does not increase the pre- 
nium greatly, for, as shown in Table 
Il, the increased benefits after the fifth 


ies | year would be received by only about 
m- | twenty per cent of the persons who had 
to | become disabled. Another company 


| 


’s 
es 
ne 


wes an alternate disability provision 
specifying an income of $5 monthly per 
| $1000 insurance. A few companies do 
not provide for any income whatever, 
limiting the disability benefits to the 

prmium waiver only, and many 

others will issue the premium-waiver- 
| only provision on request. 

In this connection it may be inter- 
esting to discuss what general consid- 
erations should be borne in mind in 
establishing the amount of monthly 
disability income for each $1000 in- 
surance under the policy. Undoubt- 
edly the disability income should be 
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large enough to minimize the tempta- 
tion to surrender the policy for its cash 
value. However, the income payable 
in event of disability should not exceed 
greatly the income which would be 
available under the so-called optional 
methods of settlement when a policy is 
terminated by death of the insured or 
by maturity as an endowment; other- 
wise the least important of the three 
major contingencies covered by the 
policy would be given the most weight. 
While no dogmatic conclusion can be 
reached, the income of $10 per month 
per $1000 insurance seems to be a 
reasonable one in the light of these 
considerations, the income of $%5 
monthly appears somewhat small and 
the income of $20 per month dispro- 
portionately large. 

Another one of the newer develop- 
ments is in regard to the exact date 
from which the benefits commence. 
The usual “ninety days” clause pro- 
vides that if the insured is totally but 
not presumably permanently disabled, 
the first monthly income payment falls 
due after he has remained totally dis- 
abled for ninety days, no payments, 
however, being made for the ninety 
days. Several disability provisions 
which have appeared recently specify 
that in such case, after the insured has 
remained totally disabled for ninety 
days, the disability income will be 
retroactive so that the first monthly 
payment will be made as of the end of 
the first month of total disability, the 
temporarily disabled insured thus re- 
ceiving two more monthly payments 
than under the older form of “ninety 
days” clause in general use. The main 
disadvantage of this new provision is 
that much of the increase in premium 
which is required for it, is due to the 
additional income payments to be 
made on the many cases of total dis- 
ability of short duration, whereas the 
main purpose of the disability provision 
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is to afford coverage in cases of long 
continued total disability. 

A recent development has been the 

definite provision that disability bene- 
fits will be paid from the date when the 
policyholder was first eligible to receive 
them, regardless of the time elapsed 
until the company receives notice of the 
disability. At present the majority of 
the disability provisions specify that 
benefits shall begin only “after date of 
receipt by the company of due proof” 
of disability. The reason for this 
requirement is obvious. When a con- 
siderable length of time has elapsed 
since the beginning of disability it is 
difficult to establish the exact date 
when it commenced, as many facts 
have become blurred with the passing 
of time and the usual independent 
medical examination of the insured at 
the outset of his disability cannot be 
made by the company. On the other 
hand, it has been felt that if, for ex- 
ample, the policyholder had become 
insane and was confined to an asylum 
and the disability claim was not pre- 
sented perhaps because the family was 
unaware of the existence of the disa- 
bility provision, it is rather illiberal not 
to date back benefits, if all the facts are 
clear. 
These points of view are in some 
cases being crystalized in disability 
provisions, a few companies specifying 
that benefits shall be dated back to the 
beginning of disability whenever oc- 
curring, provided the disability is still 
in existence, while others provide that 
the benefits shall be so dated back for 
not more than six months. This latter 
provision has been adopted by several 
companies recently and has gained 
favor because it seems to be a practical 
solution of the problem, furnishing a 
middle ground where the consequences 
of the delay in making claim are shared 
by the insured and the company. 

Variations in the Definition of Dis- 


ability.—The provision in the “nj In 
days” clause that total disability wy) sural 
be presumed to be permanent after j} to i88 
has continued for ninety days, is varie) pers 


by some companies, a period of thirty} prof 


days, sixty days or six months being about 


used. If the period specified is tg! that 


short, many relatively minor temp abilit 


rary disability claims must be provided 
ably higher. On the other hand, , 


waiting period of six months entajk| disab 


panie 
for, thus making the premium conside. similz 
descr! 
cause 


hardship as already stated above, be 


cause of the long period of time befor | whicl 


benefits commence. The “ninety days’ } follow 
clause seems to furnish a reasonabk | {essi0 
compromise between these extremes | and § 

Occupation Disability Provision | paths 
Another recent development has bee | ts 
the broadening of the definition g| male 
disability to cover cases where the | leges 
disability causes loss by preventing the | least 
insured from following an occupation , This’ 
for which he has undergone a long and | like ! 
specialized training. If, for example | bY “ 
a successful practising dentist should | #¢e 
lose the fingers of one hand and thus | __ Di 
compelled to give up his profession, he an 


would suffer a financial loss propor: | 


tionate to the difference between the + 


income he was receiving from his pr | 


fession at the time of his disability and | ag 


that which he is able to earn there 
after. In former numbers of The 


holde 


Annals * it was urged that the defini- | 
tion of disability should include diss- has s 


bility which renders the policyholde | him 


incapable of pursuing his regular 
vocation. It was pointed out that the 
use of such a definition would not in- 


crease greatly the premium for the| “UP4 
disability provision, but, on the other gain 


hand, the provision would give mor 


adequate coverage to persons engaged | 8a 


in professional work. 


*Bruce D. Mudgett, The Annals of the| The 
American Academy of Political and Social Inco! 


Science, Supplement for May, 1915, p. 4; 
regular number for March, 1917, p. 144. 
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In the last three years two life in- 
-y wij| surance companies have commenced 
fter | to issue such a disability provision to 
engaged in certain specified 
essions, at a premium which is 
being about fifty per cent higher than 
that charged for the regular dis- 
ability provision used by these com- 
vi} . This broadened provision is 
a = to the “ninety days” clause 
nd, ,| described above, except that total 
ntaik| disability is defined as “disability 
e, be.| caused by bodily injury or disease 
yefone | which wholly prevents the insured from 
lays” following his occupation.” The pro- 
nable| fessional men covered are physicians 
_ and surgeons, lawyers, qualified osteo- 
paths, dentists, auditors and account- 
bee: | ants possessed of proper degrees, and 
n of | male teachers in high schools or col- 
the | leges who have been teaching for at 
g the | least three years prior to application. 
atin | This definition of disability is somewhat 
‘and | like those employed for several years 
nple, | by certain accident and health insur- 
ould | ance companies. 
| Different opinions exist regarding the 
rhe | desirability of using this definition of 
por. | disability in the life insurance contract. 
rl One point of view is that it is unwise as 
pro- | Well as economically unsound to use a 
and | disability provision which will reduce 
ere the financial incentive for a policy- 
The | holder to make the effort to become 
successful in a new occupation after he 
has suffered a disability which prevents 
him from following his former occupa- 
, tion. If a young dentist should lose 
the fingers of one hand and be pre- 
vented thereby from following his oc- 
cupation, there would be many other 
gainful occupations open to him where 
his impairment should not interfere 
greatly with his earning capacity. At 
worst, his disability would cause a 
temporary loss or reduction of income. 
The payment to him of a disability 
income for life, would seem to be an 
economic absurdity. On the other 


SEE 
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hand, if he were a much older man at 
the time of disability, it would be much 
more difficult for him to adjust himself 
to the changed conditions and to enter, 
with any prospect of success, a new 
strange field of endeavor, although 
even here in many cases the change of 
occupation might be accomplished suc- 
cessfully after a period of readjustment. 
It is felt by some students of the sub- 
ject that the present “‘ninety days” 
clause with the usual definition of total 
disability affords protection in most of 
the economically deserving cases en- 
countered, without making it necessary 
to pay a disability income for life to a 
policyholder with a minor but perma- 
nent physical disability who, while pre- 
vented from engaging in one specialized 
occupation, may be able to engage in 
other equally gainful occupations after 
a period of readjustment. As the 
“occupational” clause has been ap- 
plied only to a very few specified pro- 
fessions, and its extension to other 
occupations would not only create 
some underwriting difficulties but would 
also require an elaborate classification 
schedule similar to that used by acci- 
dent and health companies, thus in- 
creasing the expense to all for the 
benefit of a few, it is felt that where 
special “occupational” coverage is 
desired the client could obtain it from 
an accident and health insurance 
company, although this course would 
not be necessary in most instances. 
The other point of view is well stated 
in the former numbers of The Annals 
referred to above. It will be interest- 
ing to follow the development of this 
“occupational” disability provision 
and to see to what extent it will be 
adopted by life insurance companies. 


SIGNIFICANCE OF DEVELOPMENT OF 
DisaBiuity PRovIsION 


One of the most significant features 
of the rapid development of the dis- 
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ability clause has been the fact that 
this development has been entirely 
unaccompanied by regulatory state 
legislation. In the earlier days of life 
insurance it was not uncommon for 
companies with inferior or deficient 
policy provisions to be compelled by 
legislative enactment to improve their 
contracts. 

The history of the disability provi- 
sion exemplifies the great change which 
has taken place in this respect. The 
development of the disability provision 
from its early crude stage and the 
almost universal improvement of in- 
ferior clauses have come solely through 
the initiative of the life insurance 
companies themselves. They _illus- 
trate vividly one of the most interesting 
phases of modern business—the con- 
tinual effort to uncover latent eco- 


nomic needs and to supply the mean; 
with which to meet them. 
Unhampered by legislative restrip. 
tions which at times may crystalliz 
the status quo instead of encouraging 
further upward evolution, and urged by 
the stimulus of healthy competition and 
desire for company leadership in ppp. 
gressive measures for the benefit ¢ 


policyholders, the companies hay! 


broadened and liberalized the disability 
provision until it has become a valuable 
feature of the life insurance contraet, 
The disability provision is a child of the 
modern institution of life insurance and 
the tremendous popularity which it 
now enjoys is a testimony to the fact 
that, in developing this newer phase of 
insurance protection, the efforts of the 
companies have met with public ap. 
proval. 
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it on the rapid growth 
have of the life insurance business 
bility | jyring recent years usually are to be 


uable | fund on the financial pages of the 
tract. | various daily papers. It is not strange, 
the | therefore, that the facts and figures 


most often brought before the attention 
ofthe public are those dealing with the 
ggantic volume of funds accumulated 
by the life insurance companies and 
the number of billions of insurance in 


Like all business organizations, the 
|various life insurance companies are 
making an effort to increase their 
volume of business year after year, 
and the public is interested in the 
aggregate result. Few people stop to 
realize, however, what the life insur- 
| mee companies are trying to do in the 
_ way of improving the service they offer 
| to the public. 
_ It goes without saying that the vari- 
‘ous companies are not attempting to 
offer yearly model policies, including 
advantages and features in the “1927 
models”’ which the “1926 models” did 
not possess. What they are attempt- 
lj ing to do is to assist their policyholders 
| in carrying out their plans for the 
future. 


As a AGENCY 


Formerly most insurance was bought 
and sold on the theory that a $5000 or 
$10,000 policy was a good thing to 
have, and the bigger the policy the 
better off both agent and policyholder 
wer. During the past few years, 
however, the insurance companies have 
stressed the importance of insurance as 


Life Insurance as an Aid to Education and 
Philanthropy 


By Joun A. Stevenson, Px.D. 
Second Vice-President, The Equitable Life Assurance Society of the United States 


a means of serving human needs; that 
is, they have attempted to show how 
insurance may be used to extend the 
economic value of a human life into the 
future, and they have provided modes 
of settlement under their contracts 
by means of which policyholders may 
attain specific objectives. 

The increasing appreciation of the 
value of insurance on the part of the 
public and the realization that insur- 
ance provides a practical method of 
assuring the fulfilment of particular 
plans, have resulted in the use of life 
insurance not merely for family protec- 
tion, but for the replacement of a key, 
man’s financial value to his business, 
for the prevention of shrinkage in 
estates due to inheritance taxes, and 
for philanthropic purposes. 

Most life insurance is bought today 
and most life insurance will be bought 
tomorrow in order that when a policy- 
holder dies, the insurance money may, 
wholly or partly, replace his earning 
power to his family. When we realize 
that in this country today there are 
over 58,000,000 policyholders whose 
total life insurance amounts to ap- 
proximately $80,000,000,000, and take 
into consideration the fact that a large 
part of this insurance is for the pro- 
tection of women and children, the 
institution of life insurance assumes 
gigantic proportions as a philanthropic 
agency. 


HELPING THE INDIVIDUAL 


In many cases the life insurance 
funds constitute the only money on 
which the family can depend in case 
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the breadwinner dies. Even a small 
amount of life insurance may mean 
the difference between independence 
and dependence for that family. A 
survey of the “Aged Clients of Boston 
Social Agencies” showed that 213 of 
the 404 women needing charitable aid 
received less than six dollars a week. 
It requires little effort, therefore, to 
visualize the benefits of a life insurance 
policy which would provide a life in- 
come of $25 a month. The preface 
to this survey, moreover, makes the 
following significant statement: 


The results of this study prove that the 
risks of being left without the means 
of meeting the economic helplessness or 
expensive illness of old age are not confined 
to the workers with low earning capacity, 
but are shared by persons in all ranks of 
society. 


Life insurance, likewise, makes its 
contribution to education by helping 
the individual. Most present-day par- 
ents are anxious to have their children 
equipped for successful careers by 
adequate education. The stumbling 
block is often lack of funds. A labor- 
ing man may earn enough to support 
his family and send his son to high 
school as long as his income continues. 
But suppose the father is killed in an 
accident when the boy is still in the 
lower grades. The chances are the 
son will have to leave school as soon 
as the law permits in order to support 
himself, and possibly to support his 
mother also, unless life insurance 
funds replace the father’s earning power 
in the form of an income payable until 
the boy has at least had an opportunity 
to finish high school. In cases of this 
kind, life insurance furnishes the one 
method by which the breadwinner can 
protect his family. Day-by-day ex- 
penses take the greater part of his 
wages. He can, therefore, save only 
relatively small amounts yearly and 
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other systems of saving would Provide} 
for his family only the amounts whig 
he had actually saved instead of th 
amounts he hail hoped to save if, 
lived. 

While, of course, a college educatig, 
in most cases cannot be regarded as » 
absolute essential to success, it is neve. 
theless true that under modern busines 
conditions it is becoming more ay 
more of a necessity if a man is tomak 
his mark in the world. Between 19 
and 1923, for example, the enrollmey 
in our higher institutions of learning 
has almost doubled, rising from 340,63 
in 1910 to 626,124 in 1923. Since th. 
increase in our population during thi; 
period was not nearly so great, rising 
from 91,972,266 in 1910 to 110,663,5% 
(estimated) in 1923, the fact seems 
obvious that if a greatly increasing 
proportion of our citizens are colleg. 
trained, those who do not have this 
training will be more and more ati 
disadvantage. 


Many life insurance companies have} pact 


made special plans for safeguarding th | 
education of the youth of this county 
by means of “educational policies” 

In the event of the father’s death, the! 
funds payable under an “education | 
policy” are held on deposit by the| 
insurance company until the chil) 
reaches college age, and then may be. 
paid in instalments during the colleg 
course. 

Since, even if the father is living, lac | 
of funds at the time a boy or girls 
ready to go to college is often the dif}| 
culty which stands in the way of 3 
college education, a simple method d 
guaranteeing that the necessary funds 
will be available, whether the fathe 
lives or dies, is to have the policy writ 
ten on the endowment form. In cas 
the father dies, the funds may thea 
be held on deposit by the insurance 
company until needed for  colleg 
expenses; if the father lives, the funds 
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Provide! sil] be ready without causing a heavy 
| drain on the family pocketbook. 
Of th! qf we look on life insurance as a 
© if be} neans of serving human needs, such 
ys the need for support on the part 
ication) ¢the family and for education on the 
1 as w art of the children, there is no reason 
Neve) ghy it should not be looked upon as a 
USiNeS! means of serving institutional needs as 
© aml) gel], The same difficulties might pre- 
)make! vent a college from receiving a gift 
0 191) ghich one of the alumni would like to 
have made, as might stand in the 
arity} way of a child’s receiving the college 
40,68) jucation his father would like to have 
ce the! gven him: the estate might not be 
thi) enough at death, or the necessary 
Tisiig/ fynds might be lacking at the time 
53,552! needed during the man’s lifetime. In 
Seems | both cases, life insurance would furnish 
| practical plan for replacing the value 
| that was lost. 
e ths) Jf all the money were given to char- 
ata! itable institutions that people intended 
to give, their endowments would be 
have vastly increased. A young man leaves 
ig the | college with a warm feeling in his heart 
re] for his Alma Mater and with the idea 
cea | that “later on,” when he has been able 
l, the | to save money, he will make a substan- 
Jona tial contribution in return for advan- 
; Mt! tages he has received—but he never 
child saves the money. A woman feels she 
be! would like her annual contribution of 
lle! $50 to a foreign missionary school 
to be continued after she dies, but a 
Tack gift of $1000, to create a fund on which 
irl 8) $50 a year interest could be earned, 
dif ould be out of: the question during 
of #) any one year, for it would mean giving 
d of up nearly her whole allowance for that 
unds year. A business man may be making 
ther money rapidly, and while he keeps 
wit the money invested pretty closely, his 
case 
then 


idea is to make, in the future, a sub- 


ance) particularly interested. He dies before 
legt| he has accumulated an estate of a size 
nds} which he thinks allows the setting 


stantial gift to a hospital in which he is — 
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aside of funds for this gift, and his heirs 
do not feel that it is incumbent upon 
them to carry out the plan. 

In all these cases the value of the life 
insurance plan to the individual is 
perfectly obvious. In the first place, 
the gift can be made through relatively 
small annual contributions instead of 
necessitating a large outlay at one time. 
In the second place, the fact that 
premiums must be paid at a certain 
time supplies a stimulus to saving 
which ordinary savings plans do not 
have. Life insurance premiums usu- 
ally have their place on the budget 
while deposits which can be made when 
it seems convenient are usually never 
made. The chief advantage of the 
life insurance plan, of course, is that 
death does not cut off the possibility 
that the gift will be made, but, rather, 
makes available the funds for the gift. 

Most present-day life insurance poli- 
cies provide not only that the proceeds 
may be paid in cash but may, if the 
insured prefers, be paid in instalments 
over a given number of years, or the 
proceeds may be left on deposit at 
interest with the life insurance com- 
pany, the principal sum being held 
intact and paid at a specified time. 
These so-called “settlement options” 
often furnish a particularly convenient 
method of settling insurance taken out 
for bequest purposes, eliminating diffi- 
culties which might otherwise confront 
the executors in carrying out the wishes 
of the persons making the gifts. 


To Bequests AND ENDOWMENTS 


Co-operative effort on the part of life 
insurance companies and trust com- 
panies, in many instances, adds to the 
advantages of the life insurance be- 
quest. In certain cases the trust 
company, with its discretionary powers, 
can carry out the wishes of the person 
contemplating a life insurance bequest 
more satisfactorily than could the life 


| 
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insurance company through its settle- 
ment options. The insurance may 
then be paid to the trust company as 
trustee under the terms of an agree- 
ment which provides for the distribu- 
tion of the insurance proceeds accord- 
ing to the policyholder’s wishes. 

The advantages to educational and 
philanthropic institutions of bequests 
in the form of life insurance are nu- 
merous. 

Much publicity was recently given 
to the shrinkage in the estate of H. C. 
Frick on account of high inheritance 
taxes, as a result of which various 
educational institutions received less 
than he intended they should have. 
The danger of shrinkage is avoided 
under the life insurance plan, however, 
for the proceeds of the insurance policy 
are paid in full to the institution named 
as beneficiary. 

There is another great advantage in 
the fact that the bequest is paid 
promptly. Several years often elapse 
before the estate of a wealthy man can 
be settled and, in the meantime, funds 
which he intended for philanthropic 
purposes are not available. On the 
other hand, life insurance companies 
take considerable pride in the prompt- 
ness with which claims are paid. 
About ninety-eight per cent of the 
claims of one large company are paid 
within twenty-four hours after proofs 
of death have been received. 

The life insurance plan also helps 
to eliminate complications and possible 
legal difficulties. Suppose, for ex- 
ample, after providing for a specific 
charitable bequest a man leaves “all 
the rest, residue, and remainder” of his 
estate to his family. If the family are 
forced to liquidate valuable assets at a 
sacrifice to obtain the amount required 
for the bequest, or if the bequest takes 
a larger portion of the estate than the 
donor intended it should, it is easy to 
see how complications and ill feeling 


_ of these policies represents a substantial 


between the family and the institutig| policie 
may result. Alumn 


The idea that life insurance furnish. 


a practical plan for meeting individy) the en 
human needs is not, at the present time} (Ortho 


so deeply rooted as it will be in th 


000 
future, and the idea that life insurang| year 
may be of inestimable value in serving) g yeal 

8 


the needs of institutions has, in a seng 
just begun to sprout. More may} 
said, therefore, about the possibilitix 
of this plan of making bequests thy 
of actual results. It stands to reason 
however, that persons may be induog 
to give larger amounts if the sums they 
are to contribute represent only th 
equivalent of a relatively small ray 
of interest paid on the fund rather tha 
a gift of the whole amount at one tim. 
Also, many people who can afford only 
small yearly contributions can accum 
late gifts of one or two thousand dollay 
in this way and it is often easier tp 
obtain ten $1000 gifts from ten pe 
ple than one $10,000 gift from om 


rson. 

While the possibilities of bequest 
insurance have not yet begun to k 
realized, the records of the variow | 
companies, even now, show hundreds 
of policies under which educational, 
philanthropic and religious institution 
are named as beneficiaries and many 
institutions have already received gifts 
or bequests through the channel d 
life insurance. 

The plan of increasing the endow 
ment funds of colleges by means d 
insurance is becoming increasingly 
popular. In most cases, the member 
of college classes take out relatively 
small twenty-year endowment policies 
on their lives, payable to their Alma 
Mater at the end of the twenty year 
or at their death. The total amount 


contribution. For example, Princeton 
University, it is said, will receive overa 
million dollars from the endowment 
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jumni. 
cetly, during a drive to increase 
ividyg| the endowment fund of the Children’s 
it time} Orthopedic Hospital in Seattle, $900,- 
in th! 90 was subscribed through twenty- 
jurang| year endowment policies, and in about 
serving) g year after the end of the drive the 
} Seng | first $1000 was paid at the death of one 
of the subscribers. 
bilitis} In 1904, a number of priests in the 
thn! Catholic Diocese of Newark, New 
eason,| Jersey, took out endowment policies 
eel to aid in financing the building of a 
Sthey| new cathedral. At that time the 
the gourd had not been broken for the 
tate! cathedral which has since been erected. 
than! The records of one company show that 
time | of the 108 policies taken in that com- 
lonly| pany, twenty-five have matured by 
umy-) death, each having a value of $1300, 
ollars | resulting in a total of $32,500 paid into 
er to the cathedral fund. The remaining 
eighty-three policies matured at the 
om| end of their respective endowment 
periods and an additional $107,900 
yuest plus dividend accumulations was paid 
0 be into the fund from this source. 
riow | The increasing demands upon educa- 
lreds| tional and philanthropic institutions 
onal, / and the increased cost of administering 
‘iow | these institutions present a serious 
any problem to those responsible for raising 
gifts| the necessary funds. The president 
l a of one of this country’s largest and 


most influential universities, in his 
lov-' 1926 report on the university’s financial 
condition, said: 

On the surface, this statement appears 
to be satisfactory, but it must be repeated 
that this is only appearance, since in reality 
these results are reached by crippling and 
impeding the work of the University in 
many ways. ‘There is a kind of economy 
which apes the most extreme form of 
extravagance, and that happens when those 
who carry on the intellectual and spiritual 
work of the world are denied the where- 
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withal to make their activity in the highest 
degree successful and effective. 

If, as H. G. Wells states, “the under- 
development of universities and educa- 
tional machinery is like some under- 
development of the brain and nerves, 
which hampers the whole growth of 
the social body,” then the contribution 
which life insurance can make to educa- 
tion, if properly understood, can readily 
be appreciated. Moreover if, as Mr. 
Wells states further, “education is the 
preparation of the individual for an 
understanding and willing co-operation 
in the world’s affairs,” then the part 
which life insurance is playing at the 
present time in enabling individuals 
to obtain this education has no small 
significance. 

Future 


It docs not require a great stretch 
of the imagination to see the need for 
much charitable work wiped out by an 
intelligent use of life insurance. 
prominent banker of St. Louis made 
this remark some time ago: 


I believe if ten per cent of the amount 
spent by organized charities in St. Louis 
were used systematically for a period of 
ten years buying life insurance, thus aiding 
the poor they are now trying to relieve, the 
charity organizations would have much 
less work to do at the end of ten years, and 
thousands would be benefited and made 
happier on account of the insurance. 


Needless to say, there is a long road 
to travel before the need for even a 
few philanthropic institutions will be 
wiped out by life insurance. This goal 
may never be reached. In any case, 
however, life insurance can aid in solv- 
ing some of the most pressing problems 
which confront those responsible for 
the financing of philanthropic institu- 
tions and will aid if intelligently used 
and understood. 
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The Modern Life Underwriter 


By Joun Hotcomse, Jr., LL.B. 
Manager, Life Insurance Sales Research Bureau 


N the development and refinement of 
business activity in a young coun- 
try, it is frequently observed that pro- 
duction problems claim attention be- 
fore the allied questions of distribution 
are seriously considered. 

Such a condition has clearly obtained 
in the United States, where the em- 
phasis on production has resulted in 
remarkable improvement in mechanical 
and other operations. To a degree 
never before approached, we have 
already seen the production of goods 
and services steadily improved; and the 
field of this improvement covers as wide 
a scope as business itself embraces. 
We hear constantly, for example, that 
today a machine can do a volume of 
work which previously was done by 
five or ten workers—and furthermore 
that it can do the work better. More 
and better goods are the result. 

The study and solution of these pro- 
duction problems have attracted the 
best inventive genius; and the resulting 
achievements have placed the United 
States in a position which she could not 
otherwise have occupied. In this effort 
to produce more and better goods, the 
idea necessarily grew that if goods were 
improved, their distribution would 
satisfactorily take care of itself. Many 
executives in all lines of business sub- 
scribed—often unconsciously—to this 
conclusion, and as a result their dis- 
tribution policies and practices were 
left for secondary consideration. The 


president of a large corporation who 
said that his sales force was a great 
trial to him but apparently a necessary 
evil differed from many of his contem- 
poraries only in his frankness. 


Coming generations will undoubtedy 
regard the Great War as a dividing 
point between the customs and practigg 
which were in use before 1914 anf 
those which followed 1918. Such » 
attitude is already justly held by many 
men in regard to the problems of dis 
tribution. They recognize that many 
lines of business have spent time and} 
money in studying these problems ip 
the last eight years far beyond what 
was deemed advisable even five yeas 
before. 


Apptytnc Sates Researcu To Lap 
INSURANCE 


Sales effort involves men and mar 
kets, in regard to both of which itis 
possible to secure vital information 
through what has come to be called 
sales research. Until very recent years, 
the word “research” was almost ) # | 
wholly connected, at least in popula of se 
conception, with laboratories, wher | tain 
chemical or similar experiments were # lo 
carried on. Since 1918, many corpor | su 
tions, as well as governmental and| man 
private agencies, have applied the| their 
principles of research to many sales of t 
problems—to a study of the marketsin | thro 
which sales are to be made, as well as | Pa® 
to a study of the men who are to do the 
selling. Territorial analysis and per 
sonnel studies are today commonly 
used to aid in better distribution. 

In the field of life insurance, there 
has been a development similar to that 
which has just been described. The 
mathematicians and doctors brougli 
life insurance to a position such that 
guess work in the acceptance or under 
writing of risks has largely been super 
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ded by facts secured through the 
ication of scientific principles to 
many intricate problems. In this 
i branch of life insurance 
tivity, there has been developed 
through research a scientific foundation 
upon which the whole structure of the 
institution has been built. 
Viding But while that phase of the business 
action | was receiving attention, the sales or 
4 anj| distribution end was being largely 
ch | imored so far as careful study was 
many concerned. It was early recognized 
of dis.| in the United States that a sales force 
Many | Was & necessity in the active solicitation 
e ani) of business. The taking of a life in- 
surance policy is a peculiarly unselfish 
act, and the need of salesmen was 
considered necessary from the dawn of 
life insurance in the United States— 
about 1850. 
The operation of the sales force has 
ber developed through a system of 
local agency units, each of which is 
intended to be a distributing center 
through which the salesmen, usually 
called agents, are expected to operate. 
The managers of these local agencies 
are charged with the responsibility 
of securing agents to work for them, of 
training those men and of thus building 
alocal sales force for the sale of life 
insurance in that community. These 
managers are of course responsible to 
their home offices, where the officers 
ale | of the corporation are located and 
sin | through whom the affairs of the com- 
1 as pany are in general directed. 

Life insurance in the United States is 
now approximately seventy-five years 
old, and during most of that time— 
certainly fifty years—the operation of 
the sales organization was carried on 
with very little effort at making care- 
ful studies of the problems involved. 
Men were appointed as agents because 
they asked for the appointment. Ter- 
titories were entered and offices es- 
tablished because some man told a 
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company that he could sell a good vol. 
ume of business there. It was widely 
believed that the problems which faced 
the sales department of a life insurance 
company were not susceptible to 
scientific analysis. For example, al- 
though the actuaries and doctors had 
studied human differences and their 
significance for the purpose of deter- 
mining what members of the public could 
be accepted and what members must 
be rejected as risks and although they 
had accomplished much in that direc- 
tion, the problem of selecting agents to 
sell life insurance was virtually ignored, 
partly because sales managers felt that 
there were no known principles to guide 
them and partly because they felt that 
they must accept most of the men who 
were willing to be appointed as agents. 
In the last ten years, the attitude has 
markedly changed; and many com- 
panies, as well as local managers, are 
today regarding the problem of select- 
ing agents as one in which many men 
who apply should be rejected because 
they possess danger signals for the 
future. A study of the manner in 
which the selection process is now 
functioning shows that in some local 
agencies, a contract is made with only 
about one man out of every fifteen to 
eighteen of those whom the local 
manager interviews. Some of these 
prospective agents do not make a con- 
tract because they do not wish to do 
so, but many are rejected because the 
company or local agency does not wish 
them. Much water has gone over the 
dam since the days of even ten years 
ago, when it was widely and frequently 
correctly believed that after a man had 
failed at many other things, he turned 
to life insurance selling, secure in the 
idea that any life insurance company 
would be only too glad to give him a 
contract. 

The business of life insurance has not 


yet passed beyond the early stages of 
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60 
careful study in its exceedingly intri- 


cate and numerous sales problems. 
But it is certainly safe to say that today 
the great majority of companies are 
keenly alive to the need for closer 
supervision of sales activities, accom- 
plishing better results at decreased cost. 
Whereas, ten or fifteen years ago the 
sales or agency department was fre- 
quently without an executive officer 
in the home office at its head, today it 
is usual to find this department with a 
vice-president in charge of its affairs 
and with ample authority to operate 
his sales force effectively. From the 
executive at the head of the department 
to the newest agent in the field, a very 
great increase in the prestige surround- 
ing the position which each man holds 
has been growingly apparent in the last 
decade. 


Tue Appeat or Lire INSURANCE 


At the same time that these develop- 

ments in sales research have been taking 
place, the institution of life insurance 
has itself been expanding at a rate 
previously undreamed of. In the first 
year of the decade just being completed, 
that is, in 1917, there were issued new 
policies numbering 9,516,000 for a 
total amount of $4,891,037,000 of 
insurance. At the end of that year, 
the accumulated sales of all past years 
had resulted in a total of 50,345,300 
policies which were then “in force” for 
an amount of $27,189,009,000 of insur- 
ance. 
Ten years later—that is 1926—-there 
were issued 20,913,000 policies for an 
amount of $16,383,000,000 insurance, 
and the policies “in force” were 
108,429,000, for an amount of $79,- 
950,000,000 of insurance.' 

No such growth has ever previously 
been experienced in American life in- 


1 The figures for 1926 were estimated from 
actual reports for ten months and estimates for 
the last two months. 
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surance. What factors brought }) ghalf 
about? Obviously one condition y who 4 
great importance was the growing png. avera 
perity of the country, but another fy. all ca 
tor of potency has been the recognitig| about 
by the American public of the nt famil; 
life insurance. For example, the mar The 
ried man buys life insurance today fy for s¢ 
any one or more of the following py. rapidi 
poses: to provide the necessities for his of life 
wife and family, to pay the mortgag despi 
on his home, to make possible the egg. expat 
tinuance of the grammar school, high| prop 
school or college education of his ¢hjj.| anoth 
dren, to provide a lifelong income fe work 
the several members of his family, tp of the 
provide an income for himself and 
family in case he becomes totally ang N® 
permanently disabled. | It 

A young unmarried man takes, Amer 
policy for such purposes as to repay his a sal 
parents for their expenditures on him, atten 
to start a savings fund and create a State 
estate, to assure himself of an income show! 
in case he should become totally and panie 
permanently disabled, to protect an exper 
educational or other loan made tohim. panie 

Other purposes have appealed to} been 
wage-earning women, to women of lives 
means, to men of means, or those who of pr 
wish to provide for some philanthropy, them 
to corporations or partnerships which to sa: 
wish protection against the loss d 
some “key” man in their institution. 

In short, the reason that approx: 
mately fifty per cent of our entir 
population have invested their funds 
in life insurance is because life insurance 
has a universality of appeal. It is 
uniquely useful to the day laborer and 
the millionaire because no other insti- 
tution can do what it does. 

It is safe to say that today most Tt 
people believe in life insurance. But the 
even so, the field for its use has barely allov 
been scratched, in the opinion of careful neve 
students, who point out the fact that Furt 
the present amount of life insurance) out | 
in force is equal to only about two and tech 
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ght j, ghalf times the annual income of those 
tion y who are insured. In other words, the 
1g pms. average man who carries insurance at 
her fay, gl carries only enough to provide for 
gnitin, about two and a half years of his 
Uses family’s expenses. 
Mar, The foregoing figures have been given 
lay fy for several purposes: first, to show the 
1g pu. rapidity of the growth of the institution 
for his of life insurance; second, to show that 
rtgag| despite this growth, the field for future 
1e con.| expansion is so unlimited as to defy 
|, high| prophecy of what it may become in 
s chi.| another decade; third, to lay the ground 
ne fe work for a consideration of the place 
ily, t) of the underwriter or agent. 
oa Neep or INTELLIGENT SALEs Force 
It has already been indicated that 
kes , American life insurance has regarded 
ayhis a sales force as a necessity. The 
| him, attempts in England and the United 
te an States to operate without agents have 
come shown that the growth of those com- 
y and panies was so limited as to make their 
*t an experiment unattractive to other com- 
phim. panies. This sales force has, of course, 
d to) been instrumental in placing upon the 
n of lives of American citizens the volume 
‘who of protection which now is carried by 
ropy, them. At the same time, it is proper 
rhich to say that until very recently the sales 
s of forces of our companies were selected 
tion, and trained in a manner which was not 
rox: befitting the institution which they 
nti essayed to represent. It is easily within 
unds the memory of the present generation 
ance to recall signs in buildings which 
t is proclaimed—‘“‘ Beggars, peddlers and 
and life insurance agents not allowed.” 
asi: Small wonder that capable men shrank 
from entering such a classification. 
nost ~The public has properly criticized 
But the business because the business 
rely allowed men to represent it who should 
eful never have been given the privilege. 
hat Furthermore, the sales forces were sent 
nee out to discuss with the public a very 
ind technical matter—namely, how life 
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insurance could fit the needs of the 
individual insurer—and they were sent 
out with wholly inadequate prepara- 
tion for their task. It is because of 
these and other allied facts that the 
claim has been widely made that life 
insurance has succeeded despite rather 
than because of its sales methods; that 
the real reason it has progressed so 
amazingly well is because of its inherent 
and unassailable soundness as a public 
servant. 

In the last decade, the American life 
insurance companies have made a 
vigorous effort to improve the quality 
of the men selected to represent them. 
They have endeavored to educate their 
local managers to select their new men 
instead of accepting anyone who 
presented himself, to recognize, among 
other things, that experience has 
proved that men who enter the business 
between the ages of twenty-five and 
thirty-five have shown on the average 
better results than those who entered 
it at either younger or older ages. 

In the matter of training their sales- 
men, the advance which the companies 
have made in ten years has been en- 
tirely without equal in the history of 
the business. In 1916 there was little 
which the man entering the life insur- 
ance field could use to assist him in 
comprehending what his duties and 
opportunities were except the cor- 
respondence courses which a few 
companies had prepared for their own 
men and a book on life insurance which 
had been written the year before by 
Professor S. S. Huebner of the Univer- 
sity of Pennsylvania. At that time, 
many new men were still being given a 
rate book, a few sample policies and 
nothing else except an expression of hope 
that they wouldsucceed. Sucha process 
developed some sterling men, but the 
vast majority fell by the wayside in 
discouraged hundreds and even thou- 
sands. Meanwhile the public was 
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being interviewed by these untrained 
men and given many wholly erroneous 
ideas and unfortunate impressions. 
The amazing thing, as we look back 
over the more than half century of that 
kind of operation, is: first, that so many 
men were able to succeed as life insur- 
ance agents, and second, that the 
public was persuaded, during those 
years, in such great numbers that life 
insurance was a sound institution for 
them to patronize. 

It has already been mentioned that 
one of the cardinal reasons for the 
growth of life insurance in the last 
decade has been the recognition of the 
uses to which it can be put. In effect, 
the underwriters of recent years have 
set themselves the task, not of selling 
a man simply a $10,000 policy, but 
rather of selling him a policy whose 
proceeds are needed by that particular 
individual for some particular purpose. 
Such a task means that a life insurance 
man is given the opportunity of advis- 
ing his client how to buy life insurance 
—what needs can be covered by a 
policy of one kind and what by another 
—what is the best way which foresight 
can dictate for the payment of the 

A man who can successfully 
render that kind of service to the public 
is in a very different position from the 
man who told everybody that they 
“needed a $10,000 policy.” The 
institution of life insurance furnishes 
such an opportunity to every man who 
is ready to pay the price. 

It has been aptly said that the life 
underwriter who prescribes for all his 
prospective clients the same sized 
policy is like a physician who would 
recommend to every patient the same 
kind and amount of pills. The sig- 
nificance of that statement lies in the 
fact that the reason the modern 
physician is able to differentiate be- 
tween many kinds of treatment and 
prescribe intelligently for each indi- 
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vidual patient is because of the 

of training and study through which hy 
passes before he is permitted to prag 
tice. The careful observer of modern 
life underwriting recognizes that in th 
past ten years the institution of lif 
insurance has laid the groundwork 
to prepare its representatives for the 
task which has just been described 
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Slowly but surely are appearing me 
who are sufficiently well versed in lif 
insurance and the needs which it cay 
satisfy so that they are actually build. 
ing estates for their clients which wil 
show their usefulness only with the 
passage of years. These men ar 
winning the confidence of an increasing 
circle of men because they are doing 
for those men what no one else js 
privileged to do. It is a slow process 
to produce such men, but the start 
has been auspiciously made. 
_ The life underwriter who calls o 
the public today faces a very different 
task from his predecessor of a quarter 
century ago. He finds the idea rapidly 
spreading that the desirability of pro- 
tecting life is being recognized as fully 
as essential as the protection of 


tangible property. In short it has 
been for years universally regarded | even 
as advisable to carry protection against 
fire or against marine disaster, but it is 
only in very recent years that a similar 
attitude has become widespread in 
regard to the protection of life. 

Yet with all these opportunities, 
the modern life underwriter has no 
“primrose path.” His undertaking is 
one wherein he has every temptation 
to procrastinate and in which he must 
show that rare capacity of being able 
to be his own master. It profits him 
nothing that he has taken a course in 
life insurance selling at one of the 
universities or that his services are 


vitally needed by the public, unless he 
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: is capable of withstanding the tempta- Future Prospects 
hich he} tion to fritter away the hours which These tendencies appear likely to 
> Prag} are given to him. Few, if any, occu- accomplish certain results in the future: 


pations in the business world offer so 
| many distracting influences as does 
of [ife| selling; yet for the man who can become 
} the master of himself, the rewards 
or the| il life underwriting are many and 


Never before have the companies on 
R the American continent been so alive to 
the opportunity for better results in 
in li their distribution function; never be- 
fore has the underwriter been so well 
build. | prepared for his tasks; never before has 
— the public understood life insurance 
as they do now; never before has a great 
university made its course in life in- 
surance a requirement for gradua- 
tion. It is in such an environment 
se jg} that the modern life underwriter is 
ocess | Working. 
start / The companies have shown certain 
marked tendencies recently: first, they 
s on | arescrutinizing with increasing care the 
rent | additions to their sales force; second, 
urter | those who are retained are succeeding 
jidly | toa far greater extent than ever before; 
pro- | third, they are being selected with a 
ully | genuine effort at a decision as to their 
of } acceptability ; fourth, the training which 
has | is available is many times what it was 
ded | even five years ago; fifth, intelligent 
inst | supervision is rapidly taking the place 
it is of unguided and frequently misguided 
in 


5-5 


first, the institution of life insurance will 
be comprehended increasingly well by 
the insuring public because the men 
who carry the message to them, 
namely, the agents, will be increasingly 
capable of doing it; second, a constantly 
and rapidly improving group of men 
will be attracted to become under- 
writers both because of the appeal 
which the rendering of this type of 
service gives and also because of the 
financial reward; third, the attitude 
of institutions of learning will change 
as a result of these two factors so that 
training for the career of life under- 
writing will be available in an increas- 
ing number of institutions. 

It seems no more than a reasonable 
expectation to say that the conditions 
surrounding life underwriting in 1927 
give indications of the position which 
it will hold in the immediate future— 
from the point of view of the educator, 
of the public which is to be served, and 
of the life insurance companies them- 
selves. Yet these indications can do 
no more than present the merest outline 
of the opportunity for striking improve- 
ment in distribution, principles and 
methods which life insurance offers. 
The reward for creative work in that 
field awaits the men who enter it with 
enthusiasm, ambition and brains. 
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Non-Medical Life Insurance 


By F. Larkin, A.A.S. 
Vice-President, The Connecticut Mutual Life Insurance Company 


MEDICAL examination by a 

physician has customarily long 
been required of the applicant for a 
policy of life insurance as one of the 
important tests of his eligibility for the 
insurance. In fact, several states 
have in the past enacted legislation 
making a medical examination a con- 
dition precedent to the issue of insur- 
ance. The purpose of such statutes 
has undoubtedly been to protect the 
whole body of policyholders against 
the intrusion of unsound lives through 
careless methods of selection, and this 
requirement probably originated out of 
an effort to thwart the attempts of 
certain unscrupulous parties to profit 
by imsuring so-called “graveyard” 
risks—a practice prevalent to some 
extent several decades ago. Even 
though the medical examination was 
thus firmly established in law and in 
practice, yet a modern development of 
the life insurance business has been to 
dispense with this test and safeguard, 
and to issue policies for moderate 
amounts without obtaining any medical 
examination, under the so-called non- 
medical plan. 

The non-medical plan, introduced to 
American underwriting circles about 
six years ago, has found its develop- 
ment along two distinct lines. First, 
the acceptance of applicants for small 
amounts of insurance within certain 
age limits without any previous medical 
examination. Second, the acceptance 
of applications for additional insurance 
on lives previously medically examined 
and found insurable within one or two 
years prior. Under either method a 
medical examination may be called for 


if the conditions in the individual cag 


render one apparently advisable. sttemny 

The second method, initiated by pealth: 
certain American companies, can hardly igeurr! 
be considered as strictly non-medieg| gent 
insurance since the insuring company! md it 
relies to a large extent upon its previoys| the €X 
medical findings, merely endeavoring] ja sect 


determine through the applicant) tion. 
statements and other evidence whether 


there has been any known change in his 


condition of health in the interval | ins 


Some of the companies employing this 
plan have made it available only fora 
limited period, possibly one month, 
each year, and apparently have adopted 
it as a sales feature intended to increase 
their new business production among 
old policyholders. Since it lacks the 
essential features of the true nom 
medical plan, we shall henceforth con- 
sider the first method only. 


GraDvuAL ADOPTION IN AMERICA 

Certain Canadian companies wer 
the pioneers on this continent in the 
adoption in 1921 of the true non 
medical plan, although the industrial 
companies in the United States and 
Canada had been accepting insurance 
for small amounts (up to $500) without 
any medical examination, and abroad 


the plan had been well established in 
Great Britain for many years. The 
Canadian companies were influenced | 
in part to adopt the plan because of the 
difficulty experienced in securing medi 
cal examinations in many parts of their 
territory owing to the lack of physi- 
cians, especially during the war period, 
which had resulted in holding up much 
new business. The rapid spread of the 
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yan to embrace practically all of the 
(gnadian companies was a develop- 
pent closely watched by American 

ies. About two years ago sev- 
gal of them adopted the plan and at 
ihe present time over fifty of the Ameri- 


an companies now offer it. 


ial cag| The non-medical plan represents an 


~ 


to select physically sound, 
jealthy risks for life insurance without 
peurring for the applicant and the 
went the trouble and possible delay 
wd inconvenience, to say nothing of 
the expense to the company, involved 
ipsecuring the usual medical examina- 
ion. The non-medical plan does not 
pean any intentional lowering of the 
dandards of eligibility or any desire 
io insure unhealthy lives or impaired 
tisks at standard rates. It is aimed to 
glect the business just as carefully as 
mder the system of medical examina- 
tions but the selection is conducted 
slong somewhat different lines. 
In the selection of risks for life in- 
surance there are ten factors to be con- 
idered in determining the insurability 
dan applicant, as follows, without 
ittempting to name them in the order of 
their importance : 
(1) Age 
(2) Build 
(3) Occupation 
(4) Habitat or residence 
(5) Amount and plan of insurance 
(6) Habits 
(7) Moral hazard or insurable 
interest 
(8) Personal history 


ced | 


(9) Family history 
(10) Physical condition 
Information on these several factors 
may be obtained through different 
sources. Where the services of a 
doctor are secured to make a physical 
tamination it has been customary 
at the same time to elicit through him 
facts on many of these various points, 
ithough such facts may be ascertained 
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in other ways. The skill, expert 
knowledge and training of the physi- 
cian are really required only to seek 
information on the last of these factors; 
viz., physical condition; although his 
training and experience particularly well 
qualify him to secure information on 
the last three. On others, properly 
drafted inquiries, explicit and clearly 
understandable, will elicit directly from 
the applicant himself much of the in- 
formation that is vital. Personal and 
family history may thus be covered. 
Naturally, it is incumbent upon a 
company to see to it that the informa- 
tion sought from the applicant is 
thoroughly explained to him and clearly 
understood. 

Therefore, the privilege of submitting 
applications on the non-medical basis 
is usually extended only to agents 
of experience and thorough training in 
soliciting life insurance, for under this 
plan the agent assumes certain of the 
functions of the medical examiner. 
Such an important trust reposed in the 
soliciting agent calls for careful selec- 
tion of those granted the privilege and 
accordingly various tests of eligibility 
are established by the different compan- 
ies, all designed to qualify only re- 
sponsible agents who will safeguard the 
interests of their companies. Reliable 
agents recognize the added responsi- 
bilities and obligations imposed on 
them under this plan and have been 
found to respond satisfactorily to its 
demands. That conservative com- 
panies do feel justified in entrusting 
this privilege to agents is a clear indi- 
cation of their confidence in the ex- 
cellent character and calibre of their 
field organizations—a confidence which 
experience is demonstrating has not 
been misplaced—and true it is that in 
recent years the better companies have 
attracted to their agency ranks a well- 
educated, intelligent type of men and 
women of high moral and ethical 
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standards. Conscientious agents of 
this type exercise care in selecting and 
recommending applicants for non- 
medical insurance and take pride in 
creating and maintaining a creditable 
record with their companies in this 
respect. They appreciate the advan- 
tages and benefits to them afforded by 
the non-medical system and recognize 
that careless work on their part may 
prove serious in its results to the com- 
pany and even jeopardize their retain- 
ing the privilege of submitting business 
on the non-medical basis. 

In selecting risks, companies wish to 
know that the applicant is financially 
sound, morally sound, physically sound 
and that there exist sound reasons for 
insuring his life. As for his being 
physically sound, what companies are 
really interested in knowing is that the 
applicant is in good health, able to 
work, has not been compelled to give 
up work on account of his health, has 
had no occasion to consult a physician 
because of any ailment, and knows of 
no existing impairment. This infor- 
mation the non-medical plan seeks to 
obtain with less effort and expenditure 
of time and money by making direct 
inquiry of the applicant without the 
requirement of a physical examination. 

The application form employed is a 
searching questionnaire inquiring as to 
any illness, medical attention, opera- 
tions, association with consumptives, 
any physical deformity or mental dis- 
order, absence from work or change of 
residence or travel on account of health, 
etc., that the applicant may have ex- 
perienced, so that the company obtains 
a fairly comprehensive survey of the 
applicant’s past medical history and 
thus can determine its bearing on his 
insurability. 

Supplementing these statements by 
the applicant, it is customary to require 
the soliciting agent to give his personal 
recommendation to the acceptance of 


the risk after indicating what 
quaintance the agent has with 
applicant and what knowledge he 
of the applicant’s personal 

physical condition, character, 

tion and financial standing, or why 
investigation he has made of them 


for the company to secure a confides, 
tial detailed inspection report dealing 
with these aspects of the risk, quiet) 
obtained without approaching agey 


or applicant, through competent yw. | 


prejudiced independent informants 
a position to supply the facts. 


Supplied with the information 


nished by the applicant’s statements, the 
agent’s recommendation, the ind 
pendent inspection report, and sud 
other information as may be know 
to it, the company can act on the case 
A prompt disposition of a very larg 
proportion of the applications is poss 
ble, while relatively few may be held 
for a full medical examination or other 
investigation before final action is taken, 
Any indication of possible physical 
impairment or weakness is sufficient 
justification for requiring a complete 
examination, and usually the examining 
physician is advised of the particular 


develo 
repres 
exam! 
functi 
On 
gener? 
issu 
Then, in addition, the usual practice)| jp po 
amine 
incont 
same 
perm 
inder 
are ge 
exists 
is not 
requil 


conditions existing which have neces 
sitated the examination, so that he may| 


pay especial attention to them in his! 


examination. In adopting the nor- 

medical plan companies are not seeking 
to eliminate the medical examiner. 
He has been too important a factor in 
the present-day development of life 
underwriting and in the establishment 
of the sound methods of selection now 
existing, to be eliminated. In fact, the 
medical examiner is indispensable to 
life insurance. He is the important 
factor in the granting of insurance to 


under-average or substandard lives— 
a phase of the business which has 
already made much progress and is 
destined to still greater advances. The 
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hat af development of the non-medical plan 
ith ts no attempt to minimize the 
he ba examiner’s importance or to limit his 
history} functions. 

On approved non-medical cases the 
t whl general provisions of the policy contract 
then, jssued are identical with those found 
Cticei| jn policies granted to medically ex- 
nfiden| amined lives. The clause relating to 
dealing! jncontestability is unchanged. The 
Wuietl)| same benefits relating to total and 
agent! permanent disability and for double 
it uw. indemnity in case of accidental death 
nts in| aregenerally granted. One distinction 
exists in that, as a rule, term insurance 
n fur| js not issued non-medically, the usual 
requirement being that only Life or 
Endowment forms of policies will be 
granted to non-medical applicants. 

Why should companies dispense with 
medical examinations? What factors 
have led to the adoption of the non- 
medical plan? 

The trouble in securing examiners 
largely influenced the Canadian com- 
panies. American companies also find 
that in rural fields, especially, agents 
experience difficulty in arranging ex- 
aminations promptly. Doctors, par- 
ticularly younger men graduating in 
recent years, prefer to settle in sizeable 
towns where hospital facilities are 
available to them, where contact with 
| his! fellow physicians is possible and where 
ral opportunities for specialized work in 
king) their profession are greater. In rural 
ner. communities the lack of readily avail- 
able doctors presents a real obstacle 
to be met by the agent canvassing 
for rural business, for it is often a real 
task to bring prospect and examiner 
together. 

The material saving in time and 
worry to the agent is an important 
factor. The agent is relieved of the 
task of arranging for the prospect and 
examiner to meet and may complete 
the entire application at once when 
soliciting the prospect without the 
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delay incident to securing an examina- 
tion. It thus removes the opportunity 
for the prospect meanwhile to have a 
change of heart over the transaction 
and so results in more completed sales 
for the agent. Moreover, with the 
saving in his time thus effected on some 
of his cases properly utilized in solicit- 
ing other business, the agent will in- 
crease his production. 

The non-medical plan results in 
distributing more widely the benefits of 
insurance protection and in encourag- 
ing and extending the thrift idea for 
which life insurance stands. More 
insurance may be placed through this 
plan and new lives protected that 
could not be reached before. Espe- 
cially are many young lives introduced 
who become excellent prospects to 
build on for future business. 

To the public, life insurance brings up 
the thought of a medical examination, 
which to some is, without any sound 
reason, a bug-a-boo. Though per- 
fectly healthy, they have a hesitancy 
about submitting to an examination, 
and especially are many women pros- 
pects reluctant to undergo a physical 
examination. 

The competitive aspect of the business 
has contributed to the expansion of 
the plan. After one or two companies 
have introduced the plan, others adopt 
it in order to offer the same facilities 
by equipping their sales forces with 
similar tools and affording them equal 
opportunities in the quest for business. 

What results will follow if the medi- 
cal examination is eliminated? Will 
not many impaired risks obtain in- 
surance? Will not fraud be exercised? 
Is it not letting down the bars and 
paving the way for deception, poor 
risks and subsequent adverse mortality 
experience? ‘That is a natural reaction 
of many life insurance men when they 
first learn of the proposition, accus- 
tomed, as they are, to view the medical 
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examination as absolutely essential 
in the selection of risks. 

What protection has a company if 
no medical examination is required? 
Mankind as a whole is honest and 
truthful. The applicant, unselfish 
enough to make the sacrifice involved 
in maintaining a small policy for his 
family, will rarely be of the type that 
would deliberately misrepresent the 
facts, for, as a matter of fact, the 
benefits he may gain by a falsehood are 
insufficient to be any real inducement. 
Where the maximum limit of insurance 
issued without an examination is small, 
the question of misrepresentation is 
largely eliminated. 

A further safeguard lies in the fact 
that insurance is sold and not bought. 
While, theoretically, impaired lives 
might apply for and possibly obtain life 
insurance under the non-medical plan; 
yet, practically, the general public is 
not sufficiently interested to take the 
initiative to any extent. Seldom do 
applicants voluntarily seek life in- 
surance. On the contrary, they must 
be induced to apply through the 
efforts of an active agency force. An 
individual who does take the initiative 
and seeks insurance on the non-medical 
basis will naturally be carefully scru- 
tinized, as will one who has applied to 
several companies for non-medical 
insurance. 

well-educated and _ thoroughly 
trained field force is a protection to a 
company. Such men rarely offer the 
non-medical feature as an inducement 
to insure, realizing that to do so will 
restrict certain sales to the non-medical 
limit where an application for a larger 
amount could have been as readily 
obtained. It rests with the agent to 
select his prospects with care and then 
to exercise the utmost care in obtaining 
the applicant’s replies. Agents should 
impress the applicant with the fact 
that the company is willing to dispense 


with the usual insurance requiremey 
of a medical examination because of ity 
confidence that the applicant will giv. 
it the facts. It has been found that by 
properly presenting the situation to th 
applicant, he is more accurate in answer. 
ing the agent on non-medical busines 
than in answering the doctor who e. 
amines him. Agents recognize tha 
evidences of carelessness, inadequate 
investigation, failure to safeguard thei 
company’s interests, lack of recognitioy 
of their duty and obligation to they 
company may be noted and recorded 
at the home office and that a repetj- 
tion of such offenses will result jp 
withdrawal of the non-medical privilege 
from the offender or the termination ¢ 
his agency connection. 

Without a medical examination cer. 
tain existing impairments of heart, 
lungs or kidneys may escape attention, 
if the applicant is ignorant of them, 
but this situation the companies have 
anticipated and feel can safely be 
handled. For the most part impair 
ments of this nature will have mani- 
fested themselves at some time and will 
thus be known to the applicant, but if 
not, by the restriction of the age limit 
customarily to age forty-five, companies 
protect themselves since such hidden 
weaknesses develop only infrequently 
among younger persons. Over sixty- | 
three per cent of one company’s non- 
medical applicants were under age 
thirty. Even on medically examined 
business, underwriters know that the | 
best examiners sometimes fail to detect 
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an impairment of lungs or heart. Oc- 
casionally a risk somewhat physically 
impaired may be insured on the non- 
medical basis, but offsetting any in- 
creased mortality loss thus incurred is 
the saving in medical examiners’ fees 
eliminated under the plan. 

Some objectors to the non-medical 
plan have argued that it would result 
in many contested death-claims. In 
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the experience of the Canadian com- 

jes covering a number of years that 
hasnot proven to be true and in fact the 
dire results prophesied for the plan by 
some at the outset have failed to ensue. 

The actual mortality experienced by 
the Canadian companies on their non- 
medical business has proven satis- 
factory, for in fact the non-medical 
business has shown up quite as favor- 
ably as the experience on the medically 
examined business. Such brief expe- 
rience as some of our American com- 
panies have had is likewise considered 
satisfactory. 

That this new departure in under- 
writing procedure is a generally ac- 
cepted development of the business is 
indicated by the rapidity with which it 
has been adopted by so many of our 
companies and the number endorsing 
it is constantly on the increase. Sev- 
eral of our states, responsive to 
changed conditions, have modified or 
repealed their statutory restrictions 
on the issue of insurance without 
a medical examination. The trend 
appears to point toward a wider exten- 


sion of the plan as time goeson. While 
the non-medical plan may be considered 
as a strictly modern development, yet 
actually insurance without medical 
examination is not a new proposition. 
In the early days of insurance in this 
country, the medical examination of 
today was an unknown quantity. 
Stethoscopic examination of chest, 
chemical analysis of the urine and blood 
pressure readings, now deemed by 
many as of utmost importance in de- 
termining the insurability of an appli- 
cant, were not a requirement in those 
days. And yet millions of dollars of 
insurance were successfully written 
without the aid of the numerous medi- 
cal requirements of today. Today 
many competent authorities are con- 
vinced that with intelligence and under 
proper precautions and _ reasonable 
safeguards it is entirely feasible, within 
certain limitations as to age and 
amount, to dispense with the medical 
examination in the case of many 
applicants with resultant advantages 
to the applicant, the agent and the 
company. 
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Salary Savings Insurance’ 


By Ricuarp L. Piace 
Aetna Life Insurance Company 


URING the World Warthe United 
States Government devised and 
effected a unique plan of life insurance. 
This plan, known as “War Risk In- 
surance,” afforded protection to the 
military and naval forces in amounts up 
to $10,000 on a term insurance basis. 
The administration of the plan centered 
on one essential feature: the deduction 
of the premiums monthly from the pay 
of the men insured. By means of this 
a tremendous volume of life insurance 
was placed in force and maintained. 
Probably in no other way could such a 
vast program have been installed and 
handled effectively. It was the first 
outstanding example of the idea which 
later was to be applied by life insurance 
companies in designing the Salary Sav- 
ings plan. 

Some of these companies had already 
had several years’ experience in selling 
and administering Group Insurance on 
a contributory basis, whereby a portion 
of the premiums are deducted from the 
pay-envelopes of the employes. In 
one sense, therefore, the origin of 
Salary Savings may be traceable to an 
effort on the part of these companies to 
supplement the Group coverage with a 
plan which would offer the various 
forms of individual policy-contracts to 
employes on a similarly convenient 
monthly pay-roll deduction basis. On 
the whole, however, it was merely a 
logical development aimed at mass- 
selling, an effort to reach more readily, 
more comprehensively, and more eco- 


nomically the great mass of salaried 


1Otherwise known as ‘ ‘Salary Allotment,” 


“Salary Budget,” “Salary Deduction,” or “Pay- 
Roll Deduction” Insurance. 


workers and wage-earners who cop. 
stitute, in large measure, the life jp. 
surance buying public. 

Salary Savings Insurance came popy. 
larly into vogue at about the beginning 
of 1925, although at least one of the 
large companies had experimented with 
it for some time previous to that and 
had, in fact, already installed the plan 
on its own home office employes. We 
find numerous instances in the past 
where employers made arrangements 
to facilitate their employes obtaining 
more adequate life insurance protec. 
tion, and many of these were not u- 
like the present Salary Savings plan in 
principle.2, Our consideration of the 
subject will not attempt to deal with 
these pioneer phases, however, but wil 
describe the plan and its development 
only from the date when it really as- 
sumed an identity and was offered, on 
a well-defined basis, by many of the 
leading life insurance companies. 


FEATURES OF SALARY SAVINGS PLAN 


Technically speaking, there are no | 


new features embodied in the plan. 
The same policy-contracts are offered 
and the same premium rates are used 
as on an individual basis. The chief 
difference is that the Salary Savings 
plan is usually arranged on a monthly 
basis, whereas most individual insur- 
ance is paid for annually. Some com- 
panies accept a lower minimum pre- 


mium under the Salary Savings plan, in - 


2 John Wanamaker, for example, believed 
firmly i in encouraging his employes to obtain life 
insurance that at one time he presented each 
individual in his employ with a $1000 ordinary 
life policy, on which he had paid the first annual 
premium. 
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order to extend its benefits to greater 
numbers, although there seems to be 
some doubt as to whether this is actu- 
ally justified when considered from the 
standpoint of the expense of acquiring 
and administering the business. We 
shall mention this point later in more 


It so happened that “non-medical” 
insurance was inaugurated by many 
companies at about the same time the 
Salary Savings plan was brought forth. 
For a while, some companies offered 
the non-medical feature only in con- 
junction with Salary Savings. There 
is a wide divergence in the rules of the 
various companies in this respect. The 
majority offer the non-medical feature 
only on amounts of insurance of less 
than $5000. A few of the larger com- 
panies will accept up to $10,000, under 
certain conditions, provided the risk 
is approved at the home office. All 
companies necessarily reserve the right 


to request a complete medical examina- _ 


tion in any case where there appears to 
te a reasonable doubt as to the ap- 
plicant’s insurability as a standard risk. 

The non-medical feature no longer 
remains peculiar to the Salary Savings 
plan, however, and cannot be classed as 
an advantage pertaining to it alone. 
Practically all the companies writing 
non-medical insurance extend this fea- 
ture similarly to individuals. We may 
say, therefore, that Salary Savings is 
nothing more nor less than life in- 
surance in all its commonly known 
forms, and that the plan differs only in 
the method by which the premiums are 
collected. 

This method of collecting the pre- 
miums by deducting them monthly 
from the pay-envelopes of the insured 
employes is, obviously, the essence of 
the plan. It is, in fact, so entirely the 
plan that one might be inclined to dis- 
miss Salary Savings as being merely a 
soliciting scheme, aimed at having the 


tation. 


employer act as a premium-collecting 
agency, were it not for some good rea- 
sons which can be advanced as to why 
the plan is capable of serving a very 
worthwhile purpose in industrial rela- 
tionships. Let us review these briefly 
so that we may glimpse the more im- 
portant aspects of Salary Savings In- 
surance and appreciate, to some extent, 
the purpose that the companies are 
endeavoring to accomplish with it. 


Way Puan Is NEEDED 


It is an undoubted fact that the 
great majority of wage-earners in this 
country are inadequately insured. 
This is indicated in a report of the Com- 
mittee of the National Association of 
Manufacturers presented at their an- 
nual meeting, which contained the fol- 
lowing: 

Approximately thirty per cent of Ameri- 
can employes are not insured. Apart from 
the thirty per cent carrying no protection, 
there is conservatively estimated as many 
more who have less than $500 of insurance 
available at time of death, and the average 
of the remainder does not exceed $1000. 

One of the reasons for this condition 
is that it has been very difficult for the 
companies to adequately reach this 
great class of potential prospects 
through the ordinary methods of solici- 
Most employers do not feel 
justified in allowing insurance salesmen 
to interview their employes during 
working hours, and the salesmen, on 
the other hand, cannot be expected to 
devote any considerable overtime to 
interviewing employes at their homes 
with the prospect of writing moderate- 
sized policies. The result is that the 
average employe does not have the op- 
portunity to obtain the best life in- 
surance advice. 

Another and no less important rea- 
son is that employes do not have the 
opportunity to buy insurance on a 
convenient and economical basis. As 
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previously stated, most individual 
policies are sold with premiums pay- 
able annually. This leads the em- 
ploye to believe that he cannot afford 
the cost of an adequate amount of 
ordinary life insurance. A premium of 
$25 appears large to the man receiving 
a moderate wage, and many employes 
who enjoy a comfortable salary are 
unable to pay down $100 in a lump sum. 
The instalment payment methods used 
in merchandising other commodities 
are, no doubt, accountable in large 
measure for the evident fact that many 
workers nowadays are continually liv- 
ing up to the limit of their incomes 
from month to month, laying aside 
little or nothing in the form of a savings 
surplus. This thought was clearly ex- 
pressed in a letter which appeared re- 
cently on the editorial page of the 
New York Times. The writer, in 
commenting on the instalment plan, 
stressed the need for diverting it to 
proper and productive channels as 
follows :— 

Critics of the instalment plan seem to 
overlook the fact that the fault does not lie 
in the plan, but rather in the direction it has 
taken. There is no question that a great 
deal too much instalment buying has been 
diverted from savings accounts, life in- 
surance and investments toward the pur- 


chase of non-essentials. The instalment . 


plan is here to stay, and it is as well to rec- 
ognize the fact and see what can be done 
under the circumstances. Probably the 
oldest form of instalment buying and still 
the best is life insurance, though very little 
of it as yet is on a monthly basis. Some 
investment brokers are selling bonds and 
stocks on instalments, but they have not 
very generally advertised the fact. Bank- 
ers have apparently done nothing to de- 
velop savings accounts by some scheme 
of regular monthly deposits of uniform 
amounts. There has been no general in- 
crease in the rate paid for savings in forty 
years at least, and an increase of one-half 
to one per cent yearly in special cases 
would not greatly increase the average rate 


paid, while it could be used as a great jp. 

ducement to systematic savers. 
Concerted action by the insurance gop. 

panies, investment brokers and bankey 

will save the situation, not by trying to 

or discourage a habit, but by diverting it} 

proper and productive channels. 


This, literally, is the chief purpose of 
the Salary Savings plan. It endeayoy 
to make it possible for a greater num. 
ber of employes to buy life insurang, 
and thus practise thrift, by providing, 
means for them to set aside a nominal ' 
portion of their earnings each month, 
through the pay-roll deduction method, 
and save this money in the same way 
that they would meet their rent, 
electric light bill, and other fixed e. 
penses. It is an effort toward making 
it just as convenient for them to save 
their money as it is for them to spendit, 
and it emphasizes the necessity fo 
systematic thrift over a comparatively 
long period of time. 

Obviously, the employer’s co-oper- 
tion must be secured if such a plan is 
to be applied successfully. The solici- 
tation of the employes, advising them 
of the benefits to be obtained, and the | 
administration of the plan, including 
the deduction of the premiums, de 
pend entirely upon the employer's 
lending his whole-hearted assistance to 


the insurance company’s representa- 
tives. This is logical, however, for if 
the plan can be shown to present ad- 
vantages to the employes, with the 
view to bettering their condition, it wil 
naturally concern the employer. [f, 
too, it can be demonstrated that the 
successful operation of the plan will 
react to the benefit of the employer | 
himself, then there is all the more | 
justification for his adopting it and 
undertaking some slight expense it 
administering it. 

Without attempting to go into a de 
tailed explanation of all the sales-points 
which may be advanced in presenting 
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the Salary Savings plan to an employer, 
iet us outline briefly three factors which 
indicate a need among employers in 
general for a plan of this sort. 


Tue EmpLoyer’s PRoBLEM 


First of all, employers are faced with 
the problem of what to do when faith- 
fulemployes, who have served them for 
years, outlive their economic useful- 
ness. There undoubtedly exists a 
moral obligation to take care of such 


employes in some way, and yet em- 


ployers are at a loss as to how to do so. 
The expense must be taken into con- 
sideration, and they may not feel that 
they can afford to retire the employes 
on reduced pay. Comparatively few 
employers have made provision for any 
sort of an adequate pension plan, and 
many of those in operation are on an 
unsound financial basis. The gravity 
of the situation is evidenced by the fact 
that legislation has been proposed in 
the state of New York to put pension 
systems under the insurance depart- 
ment and thus guarantee a sounder 
actuarial basis for them. 

Secondly, employers are coming 
more and more to realize the impor- 
tance of encouraging thrift among their 
employes. Numerous thrift plans of 
various descriptions have been in- 
augurated by employers during recent 
years. It appears to be generally ac- 
cepted that if an employe can be in- 
duced to save regularly, his value and 
efficiency will be largely enhanced. 

Lastly, there is the need for more 
adequate life insurance protection al- 
ready mentioned—the problem of mak- 
ing some provision in event of the sick- 
ness, total disability, or death of an 
employe. The extent of this problem 
can be appreciated by studying the 
figures quoted, and by realizing the ef- 
fect which this lack of protection must 
have on the mental attitudes of the 
uninsured workers. Worry, we know, 


contributes largely to inefficiency and 
unrest, and a sense of insecurity breeds 
fear and apprehension. How much 
will be gained by employers in reliev- 
ing this situation is, of course, purely a 
matter of estimate. At least, however, 
they will be discharging a moral obliga- 
tion, in taking steps to provide more 
adequate life insurance protection, and 
it is logical to suppose that in doing so a 
profitable investment in the confidence 
and good-will of their employes will 
result. 


Sounp Busrvess Loeic 

The Salary Savings plan is equipped 
to assist employers in their solution of 
these three problems. In extending its 
benefits to their employes they can 
make it possible for a greater number 
of them to obtain life insurance protec- 
tion, they can encourage thrift on a 
convenient and systematic basis, and 
they can, through certain types of 
policies, provide guaranteed incomes 
which would be payable at the retire- 
ment age. For example, life insurance 
contracts known as “Insurance with 
Life Income at Sixty-five,” “Pension 
Insurance,” or “Endowment at Sixty- 
five” combine all three features and 
offer an opportunity for the employe 
to anticipate all contingencies by 
means of a simple, well-defined savings 
program. 

If Salary Savings is here to stay, and 
if a wide development of the plan is to 
be anticipated, the employer’s partici- 
pation in the arrangement must be 
justified. He cannot be expected to 
adopt the plan, submitting to the ex- 
pense of the employes being solicited 
and the premiums being deducted, un- 
less he has reasonable assurance that it 
will operate to the advantage and 
benefit of his organization as a whole. 
Hence, we must assume that the rea- 
soning in the foregoing paragraphs is 
true if we are to be in sympathy with 
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the principle of Salary Savings, and if 
we are to believe that it is a matter of 
sound business logic for the employer 
to co-operate fully in installing and 
administering the plan. Fortunately, 
experience bears this out. 


Favutty Metrnops 


Mistakes have been made and dif- 
ficulties have been encountered in the 
short space of time to date in which the 
companies have experimented with the 
plan. This is not unusual, however, 
for any new plan of insurance develops 
gradually and is subject to many re- 
finements and developments before it 
approaches’ standardization. Often, 
and this has been no doubt true in the 
case of Salary Savings, the progress of 
the plan is retarded due to its being 
misunderstood, or not clearly grasped, 
by the salesmen whose province it is to 
explain it to employers and employes. 
Then, too, there is a tendency for the 
salesman to follow the lines of least 
resistance, which results in a failure to 
secure the proper co-operation from the 
employer. 

Many of the criticisms of Salary 
Savings could better be directed at 
the faulty methods which many agents 
have used in selling the plan. For ex- 
ample, it has been a common practice 
to place it on a pure “solicitation” 
basis, side-stepping the real task of 
obtaining the employer’s interest and 
backing, and seeking only his permis- 
sion to interview the employes. Ob- 
viously, a procedure such as this serves 
only to rob the plan of its identity, and 
cannot be productive of good results. 
Unfortunately, however, the education 
of field representatives is a slow process, 
and many of them will probably con- 
tinue to use such methods until they 
learn from sad experience that they are 
hindering, rather than helping, the 
advancement of the Salary Savings 

idea. 
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Also, some representatives hay 
failed to follow the correct procedure jp 
soliciting the employes. For example 
the average group of employes may by 
divided into three general classifica. 
tions: (1) executives and departmen 
heads, (2) foremen, clerical, and skilled 
employes, and (3) unskilled employes, 
The Salary Savings plan is properly 
applicable to the first two classifica. 
tions. Experience indicates that jt 
cannot be extended successfully to the 
third, or lower, classification. 

One reason is that employes of this 
class are generally on a very moderate 
wage-scale and cannot afford to invest 
substantially. They have been edy- 
cated along “industrial” insurance 
lines, and are accustomed to paying for 
their insurance in small weekly de. 
posits. This, together with the fact 
that their employment is of a transient 
nature, makes it very difficult for their 
insurance to be handled effectively 
under the Salary Savings plan. It is 
much more advisable for this type of 
employe to continue purchasing his in- 
surance on the industrial plan, and 
Salary Savings does not seek tocompete 
for this class of business. Not only is 
the cost of administering a large num- 
ber of small monthly premiums prohib- 
itive, but there is the additional factor 
that a large per cent of the policies on 
these employes lapse when the em- 
ployes terminate their employment. 
Only a company writing industrial — 
insurance is in a position to follow 
through effectively and collect the 
premiums direct from the individuals. 

It can be seen, therefore, that agents | 
who have solicited Salary Savings on 
this basis have made a grave mistake. 
As a result of having concentrated 
their efforts on the rank and file of 
employes, they have secured a com- 
paratively large number of small poli- 
cies, involving minimum monthly pre 
miums, which have been undesirable 


FEFSEEEREER 


| 
the 
life 1 
that 
thes 
" reac 
emy 
per 
pos: 
effic 
tive 
in 
| 


= 


Sacary Savines INSURANCE 75 


from the standpoint of permanence and 
administration expense. 

The greatest need for Salary Savings 
exists among employes in the middle 
dassification. Those in the first classi- 
fication, the high-salaried executives 
and department heads, can conven- 
jently arrange to invest theirmoney and 

ase their insurance on an annual 
basis. They have the opportunity to 
obtain expert life insurance advice, for 
they are actively solicited in the ordi- 
nary course of events. The skilled or 
clerical employe, however, welcomes 
the opportunity to save and pay for his 
life insurance on a basis more in keeping 
with his income, and there is no doubt 
that the Salary Savings plan brings 
these benefits more closely within his 
reach. The fact, too, that this type of 
employe is more responsible and more 
permanent in his employment makes it 
possible for his insurance to be handled 
efficiently and conveniently under the 
Salary Savings plan. Many execu- 
tives, also, are found to be interested 
in availing themselves of the monthly 
premium-deduction facility. It is not 
always the man on a medium-sized 


salary who has difficulty in saving 
regularly. 


TREND OF SALARY SAVINGS PLAN 


In conclusion, therefore, we find that 
Salary Savings is designed to offer a 
convenient, accessible method for em- 
ployes to save through the medium of 
life insurance. The operation of the 
plan can be considered to have a dis- 
tinct bearing on industrial relation- 
ships, insofar as it assists employers in 
solving the problem of making more 
adequate provision for their employes, 
both as regards protection, thrift and 
pensions. Due to the transient nature 
of their employment, coupled with the 
factor of low wages, the plan cannot be 
as effectively applied to the unskilled 
class of employes. It is intended 


largely for the higher-grade, better 
paid, and more permanently employed 
classifications. 

This, to our mind, is the trend of the 
Salary Savings plan. We look to 
developments aimed at the employer’s 
participating in the arrangement more 
actively than heretofore. We antici- 
pate the establishing of the plan on a 
much firmer foundation, embodying the 
provisions of a contributory pension 
plan on a legal-reserve life insurance 
basis. Several cases have already been 
written along these lines and the 
tendency points in this direction. 

Many employers are spending large 
sums of money on thrift plans, pension 
plans, and other schemes intended to 
encourage their employes to save and 
provide for the future. It is, therefore, 
logical to suppose that the Salary Sav- 
ings plan, which combines these fea- 
tures, together with life insurance, thus 
affording a complete savings and pro- 
tection program, should be deserving 
of an equally substantial investment on 
the part of employers. Particularly, as 
it is undoubtedly true that the em- 
ployer benefits in direct ratio to the 
extent of his participation in the 
operation of the plan. 

The future of this development rests 
largely in the hands of the life insurance 
companies. They are faced with a 
splendid opportunity to extend their 
services in helping to solve the pension 
problem in industry and at the same 
time to assist in the encouragement of 
systematic thrift. It is reasonable to 
suppose that they will embrace this op- 
portunity, improving and refining the 
Salary Savings plan and adapting it to 
meet the need that undoubtedly exists, 
and is becoming more agitated every 
day, for a plan of contributory pension 
insurance. It remains only for them 
to hasten the perfection of such a plan, 
and to so educate their field representa- 
tives that its benefits may be clearly 
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presented to the employers of this coun- 
try. In short, the task of “selling” 
the idea must rest on their shoulders, as 
in the early days of employer’s liability 
insurance. 

With the growth of the contributory 
pension plan we can expect to see the 
employer sharing substantially in the 
cost of the insurance. This contribu- 
tion will probably be graded in ac- 
cordance with the salary and term of 
service of the employe. Only those 
employes who have been employed for 
a certain minimum length of time will 
be eligible to participate in the plan. 
Medical examinations may be waived 
entirely, providing a sufficiently large 
percentage of the employes subscribe 
to it. It may even develop that an 
employe will be able to transfer his 
“pension bond” from one employer to 
another as he changes his employment, 
the second employer assuming the con- 
tributions to it where the first left off. 

We are optimistic as to the future of 


Salary Savings for these reasons; (}) 
we believe the plan is fundamentally 
correct in principle; (2) there is a greg 
need for more adequate life insurang 
protection, particularly among the clag 
of employes who are not actively 
solicited; (3) there is a need for making 
it more convenient for this class 
employes to save systematically; and 
(4) we foresee the development o 
Salary Savings to meet the demand for 
a financially sound, permanent, cop. 
tributory pension plan in industry, - 

The tremendous significance of this 
development, and its wholesome effect 
on our industrial and social system, 
can only be imagined. Surely, it is ap 
objective worth working for, and thoge 
who are in the life insurance business 
should look forward with keen antici- 
pation to the day when, through the 
Salary Savings plan, the gospel of 
thrift and protection may be impressed 
with even greater force and effect upon 
the great mass of American employes, 
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Inspection Reports on Persons as a Factor in 


NSPECTION of persons is a means 

of getting confidential information 
from the community in which a person 
lives as to his desirability or undesir- 
ability as a risk in insurance. When 
insurance companies realized that the 
old system of requiring a report from 
the friend of the applicant was biased 
and often erroneous information, they 
adopted the method of getting con- 
fdential information from sources 
selected by the insurance companies. 
Insurers inaugurated inspection depart- 
ments and the work was done secretly. 
The agent did not know of it; the medi- 
cal examiner did not know of it; and of 
course the applicant did not know about 
it. Today the fact of inspection is 
known. The information and the 
sources of information are kept in strict 
confidence, the sources of information 
being known only to the inspector. 
Inspection is recognized as an invalu- 
able aid in the selection and classifica- 
tion of risks. 


NECESSITY FOR SELECTION OF 
Risks 


Some people argue that everybody 
and everything should be insurable at a 


price. Now and then somebody at- 
tacks life insurance as now conducted 
because those who need it most, due to 
defects, cannot buy it. They overlook 
the point that no price that is possible 
is high enough for bad risks. The 
price charged for the poorest risks 
should in fairness be high exough to pay 
a total loss plus the expense of getting 
the business and settling the loss. 
This would require a rate of over 100 


Life Insurance 


By J. ANDERSON FirzGeraLp, Pu. D. 
Dean, School of Business Administration, University of Texas 


per cent. Just as there are a few 
men who are certain to burn their 
property if they get fire insurance, and 
ships which face certain destruction if 
they put to sea, there are persons who 
as far as human knowledge goes, are 
certain to die within a few months, 
persons whose past habits have short- 
ened their expectancy of life, and per- 
sons whose present mode of living is 
inviting early death. Some people 
live in such circumstances that tempta- 
tion to defraud may prove irresistible, 
and others set out upon a plan to de- 
fraud. In all such cases an insurer 
faces a total loss in return for a small 
premium. In every way possible at 
reasonable cost the pertinent facts 
about those who offer themselves for 
insurance must be ascertained. Nowa- 
days in nearly all cases the applicant 
for insurance is unknown to the insurer. 
The latter may be in Newark, New 
Jersey, the former in Pasadena; yet the 
insurance company must find out and 
eliminate impaired lives and risks of 
pronounced moral hazard. What is 
the machinery for doing this? 


Means or SELEcTING Risks 


In the first place an insurance com- 
pany relies on its agents. They are 
given instructions as to the kinds of 
risks wanted. They may be told, for 
example, not to solicit people engaged 
in certain occupations, not to solicit 
people who belong to certain races 
(numerous American companies, prob- 
ably the most of them, do not solicit 
the business of negroes), not to solicit 
women except according to certain 
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restrictions, not to solicit persons with 
mental and bodily impairments, not to 
solicit persons who fail to maintain a 
specified standard of health and habits, 
and so on. The agent knows person- 
ally many of those whom he writes. 
He can find out most of the necessary 
information about any applicant. He 
can make as complete a certificate as 
his company requires. There are 
agents who will not knowingly offer 
their companies poor risks, who pride 
themselves on the small number of 
rejections they have, just as a judge 
boasts of few reversals. Companies 
may be proud of the attitude of their 
agents, but unfortunately some agents 
will try to get any kind of a risk insured. 
The agent may feel that it is his busi- 
ness to get the applications and some- 
body else’s business to sift out the 
undesirable risks. However good the 
agent may be as a factor in selection, 
his work needs to be checked and 
su 

In the second place an insurer relies 
upon what the applicant says about 
himself. In addition to points per- 
taining to the kind of contract desired, 
the applicant answers questions as to 
his age, sex, occupation, amount of 
insurance already carried, and any 
previous times he has been refused 
insurance. The applicant is also 
called upon as a part of his application 
to make a series of declarations to the 


medical examiner. These statements — 


concern age, sex, marital condition, 
race, residence, height, weight, occupa- 
tion, health, habits and family history. 
Such an application becomes a part of 
the contract if the insurance is issued. 
Subject to the incontestability clause, 
legislation, and court decisions that 
statements of the insured must be 
material and may be considered as 
representations rather than warranties, 
misstatements may render the policy 
void. 


In the third place the company relig 
upon the medical examination made by 
examiners who have been appointed by 
the company. The company seeks, 
pen picture of how the applicant ap. 
pears to a trained medical man at the 
time of application. It is a univers) 
requirement that no one other than th 
doctor and the applicant be present g 
such examination. Besides the med. 
cal questions, the doctor himself maybe 
asked to answer such questions as: 


What knowledge have you of th 
habits, past and present, and genem 
standing of the insured? Have you any 
reason to suspect unacknowledged over. 
indulgence in or free use of stimulants, or 
the use of narcotics, now, or in the past? 
Can you discover anything unfavorable in 
his manner of living, physical condition, 
personal or family history, not already 
mentioned? State anything discovered 
by you which may influence the character 
dee risk and which is not set forth fully 

e. 


In the fourth place the company 
obtains an inspection report. This 
report is made by an investigator who 
gets in touch with informants to supple. 
ment and corroborate any knowledge 
he may already have. 


How Inspection Is Mape 


Inspection as an aid in the insurance 
of persons is said to have originated 
when a large eastern company sent out 
an investigator to check the accuracy 
and validity of a death claim. Latera 
department was organized to do this 
work. Today a number of the larger 
companies have their own inspection 
departments. Many companies have 
a few inspectors to do work on special 
cases. Most companies enter into a 
contract with an independent company 
or help support a bureau which makes 
a specialty of making inspection re 
ports. An inspection company or an 
inspection department has chief in- 
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, with staff and correspondents 

al] over the territory covered. The re- 
for reports may be made by the 
companies. It saves time, as is cus- 
tomary in cities, for the agent who sells 
the insurance to mail a request for the 
inspection report direct to the local 
office or representative of the inspec- 
tion bureau or company. The inspec- 
tion is immediately made, but the 
report in every case is made only to the 
home office of the insurance company. 
Each request for a report is assigned to 
aninvestigator. Sufficient detail as to 
who the applicant is, his age, what he 
does, and exactly where he lives and 
works, must be given to make it certain 
that the right person will be reported 
on. This prevents a healthy person 
from being examined by the medical 
examiner as a fraudulent substitute for 
the real applicant who is not insurable. 
The investigator looks for information 
concerning habits, character, environ- 
ment, social condition, occupation, and 
home and business life; these being 
recognized as important factors affect- 


BS 


ing how long a person lives. It is his 
task to find out who can best give the 
information “~<:red. He must get it 
from several sources so as to have a 
corroboration of the facts obtained. 
He may talk with the employer or a 
business associate of the applicant; he 
may talk with an acquaintance or 
neighbor. Some reports are easy to 
obtain; some require great diligence 
and tact. 

Inspection may and usually does 
slow down the work of issuing policies. 
At its best inspection requires mail 
time plus one or two days. Companies 
may go ahead and issue small policies 
without inspection. ‘To save time they 
follow the practice of sending other 
policies ready for delivery to their 
agencies with instructions that they be 
held until the receipt of a telegraphic 
release which is sent after the inspec- 
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tion is learned to have been favor- 
able. 


Tue CHARACTER OF THE INSPECTION 


The report blank is in the form of 
a questionnaire. An examination of 
many blanks shows that usually thirty 
or more questions are asked. 

1. The first group have to do with 
the identity of the subject, his age, and 
how long the informant has known 
him. They are like these: 


How long have you personally known 
the applicant? Or, about how long have 
your informants known him? How long 
since you or your informants have seen 
him or heard directly of him? (If not 
within two weeks, explain fully.) Is the 
above age about correct? (If not, try to 
learn the correct age.) 


These questions are not only a check 
as to whether the right man was 
examined and reported on; they also 
have a bearing on the value of later 
answers as to the past life, etc., of the 
applicant. 

2. There are inquiries as to the 
nature of the subject’s occupation. 

What are his exact daily duties? Has 
he any occupation other than that given 
above? (If so, what, and how much of 
his time does he devote to it?) Are any 
of his duties dangerous, or unhealthful? 
(If so, what are they?) Do any of his 
duties require him to handle intoxicants, 
live wires, dynamos, or x-ray machines, 
to go underground, or to go up on high 
structural works? 


Occupation is a vital part of the 
hazard. A difference may exist in the 
rate, amount or kind of insurance, or 
the risk may be unacceptable. Since 
such great improvements have been 
made in industry and living conditions, 
more occupations have become insur- 
able. Wilford W. Mack says:' 


1 Weekly Underwriter, Vol. CXII, p. 801, April 
11, 1925. 
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As a matter of fact about the only people 
who are not accepted on any terms for 
ordinary life insurance to-day are aviators, 
civilian divers and submarine workers, 
jockeys, steeple jacks, those engaged in the 
recovery of arsenic, sand blasters, certain 
classes of glass workers, lead burners oper- 
ating within inclosures, hide salters in the 
packing industry, and fur cutters in hat 
manufactories. 


The list varies from company to com- 


pany. 
8. The next section of the report is 
in regard to financial responsibility. 
Please make a liberal estimate of his 
net worth. About what would you esti- 
mate his gross annual income (including 
income from all sources)? 


This information, if accurate, is 
especially important in connection with 
the amount of insurance desired. It 
is an indication of what can be paid for, 
and may be a clue to possible moral 
hazards. However, the experience of 
some companies is that such estimates 
are poor. One company has made a 
study of the reports on persons whose 
incomes were known to it. The es- 
timates were so far wrong as to be con- 
sidered almost valueless. 

4. The fourth group of questions 
concern appearance, health, past health, 
health of family, and exposure to com- 
municable disease. 


Is his general appearance healthy? 
(If unhealthy, what seems to be the 
matter with him?) Do you learn of any 
past illness, bodily affliction, or injury that 
might affect the risk? (If so, what? 
When didit occur?) Has he any deform- 
ity, excess weight, or other peculiarity 
about his appearance? (If so, what?) 
Do you hear of applicant or any of his 
family having consumption, insanity, or 
any hereditary disease? (If so, who, and 
how long since?) Do you learn that he 
has occupied the same home with a 
person who had consumption or any con- 
tagious disease? (If so, how long since?) 


Unfavorable answers to these ques.| 
tions that do not check with other| gve d¢ 


reports result in further investigation, 
These questions strike toward the 
heart of insurability. The risk may}, 
declined, or rated up, or insured with, 
lien against the policy, or limited 
amount or kind. 

5. The fifth series of inquiries cop. 
cern the extent to which the applican 
uses liquor or drugs. 

Is he addicted to intoxicants or drugs— 
present or past? To what extent does he 
drink? (One, two, or three drinks a day, 
a week, a month, and what alcoholic 
intoxicant does he use? Answer 4 
definitely as youcan.) Does he ever get 
so intoxicated or drunk as to need assist- 


ance, or show other evidence that he has 
been drinking to excess? (Answer care- 
fully.) About how many times a year 
does he drink to excess this way? Does | 
this excess last for a few hours only, or 
for a day, or longer? About how long 
since the last occasion of this sort? Has 
he drunk to excess in the past? For how 
many years would you say he was drink- 
ing to excess? About how many timesa 
year did he drink to excess? Did these 
excesses last only a few hours, or fors 
day, or longer? If reformed, how long? 
(Give number of years—one, three, five, 
etc.) 

Does he use opium, cocaine, or similar 
drugs? (Give details.) Has he ever 
taken Keely or any other cure for exces- 
sive use of liquor or drugs? (If so, give 
date and place.) 


In pre-Volstead days insurance com- 
panies would accept the risk of a 
moderate drinker. Today so much 
liquor is deadly poison that if a man 
drinks at all he is likely to be refused 
insurance. If a man has been reformed 
a long time and has no impairment he 
will be accepted. 

6. The last questions are in regard 
to the applicant's general reputation and 
any unusual hazards. 


Is his general reputation as to char- 
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tet and morals good? (If not good, 
details in remarks.) 

Do you learn of any heavy debts, 
jomestic troubles, personal difficulties, 
feuds, aviation, automobile or motorcycle 
jgzards, or anything else that might 
impair the desirability ofthe risk? (Ifso, 
date what.) Give a full statement con- 
eming his business connections and 
gorking surroundings, also his social 
ganding, associates, tendencies and 
jome life. Amplify any incomplete or 
gnfavorable answers given above. 

As a life insurance risk do you regard 
him as desirable? 


Insurance companies are vitally 
encerned with any feature that affects 
the moral hazard, the temptation to 
wllect insurance to help one’s family or 
the coridition of one’s estate, or to dieto 
ecape a bad situation. If the inspec- 


Joes tor says the applicant is an undesirable 


FARES. 


7 


risk the company checks the facts care- 
fully. Little attention is paid to an 
inspector’s “yes.” The company acts 
upon the basis of all its information. 

Riders for special cases like hazard- 
wus Occupations and more extended 
frms for applicants for large policies 
ae used. 


Reports CONCERNING WoMEN 


The inquiries concerning women are 
varied to develop information concern- 
ing husbands and children. The effort 
s made to restrict the amount of 
insurance on a woman who is not in 
business herself to the financial loss her 
death would cause to her beneficiaries, 
and thus prevent speculation or moral 
hazard. 


Will the premiums probably be paid 
wt of her own resources? If not, who do 
jou presume will pay them, and what 
telation is this person to her? Is she 
tingle, married, widowed or divorced? 
divorced, give circumstances of separa- 
ton. With whom does she make her 
home? Are the general moral surround- 
ings of her home good? (If not good, 
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give particulars.) Are there minor chil- 
dren or others dependent on her for sup- 
port?( If so, how many, and who are 
they?) Give name of husband (if mar- 
ried), or father (if single). What is his 
occupation? About how much is he 
worth? About what do you estimate his 
gross annual income? Is his reputation, 
as to character, morals and habits, good? 
(If not good, what is the nature of the 
reports against him?) Do you learn of 
her using spirituous liquors, morphine, 
cocaine, or any stupefying drugs? 


VaLvuE oF Inspection Reports 


John J. King, Vice-President of the 
Hooper-Holmes Bureau, said in an 
address to the American Life Conven- 
tion :? 

Many underwriters have stated that they 
regard the inspection report as having 
greater value in connection with the con- 
sideration of the risk than the medical 
examination. The president of one com- 
pany recently told me that he prefers a good 
inspection report to a medical examination 
in most cases, but there is the rub. We 
know that all inspection reports are not 
good in the sense in which he uses the word, 
any more than are all medical examinations 
good. The quality of the average inspec- 
tion report is probably as high as that of the 
average medical examination, in spite of the 
fact that the medical examiner has a profes- 
sion which has required years of study to 
enter, while the inspector merely has a job 
and a poorly paid job at that. 


The inspector of a regular case is a 
poorly paid man. Yet, if he knows 
what he wants and how to get it, he 
can report satisfactorily the views ex- 
pressed by associates and acquain- 
tances of the subject. On the other 
hand it would be easy to have an in- 
competent staff. Inquiries among in- 
surance companies indicate that they 
attach great importance to ihe reports 
—how much, depends upon the value 
of the reports of the agents and 
. = Underwriter, Vol. CXII, p. 1229, June 
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examiners. If the agent’s record is 
good and the medical examiner’s record 
is good, as they usually are, a company 
to save time issues the very small pol- 
icies on accepted risks without waiting 
for the inspection report. Then if the 
inspection should show something se- 
riously wrong, it becomes the task of 
the company to take steps to cancel 
the policy. On policies classed as 
average they wait for the reports. On 
large policies companies call for special 
reports. While the regular reports 
cost the insurance companies one 
dollar each, special reports range in 
price from $2 to $10. Any person who 
applies for a large amount of insurance 
is certain to have his habits, associates 
and business scrutinized closely, and 
information sought to check that given 
in the medical examination and in the 
application blank. 

Practical harmony must exist be- 
tween all sources of information. 
Closely connected with inspection is 
the work of keeping and exchanging 
information as to undesirable risks. 
Life insurance companies report appli- 
cations that have been rejected to a 
medical impairment bureau which 
immediately sends a small card record 
of each case to each of its subscribers. 
The file of these cards is always con- 
sulted before any application for in- 
surance is accepted. If a record exists 
it is compared with all the other data 
received and carefully considered. 

W. C. Hill, Vice-President of the 
Retail Credit Company of Atlanta, 
said in an address: 


Inspection information of an unfavorable 
nature should be used with utmost care. It 
should be regarded primarily as a tip or 
indication of unfavorable conditions, rather 
than sufficient or final evidence of same. 
Confirmation through the previous action 


of some other company, through the agent - 


or examining physician, or another inspec- 
tor, should be secured before accepting 


same as sufficient for declining or pog, 
poning the risk. 

Two cases will illustrate how this 
may be done. A saloonist had applied 
for life insurance. The inspector re 
ported that he drank with his custom. 
ers often, but not to excess. The com. 
pany asked for another report for the 
saloonist claimed to be a teetotaler. 
The inspector then saw him drink with 
a customer, but decided to put it upto 
him personally. He said his job was 
to find out why he claimed to be, 
teetotaler when he drank with his 
customers. The saloonist very plau- 
sibly related how he catered to a class 
of workingmen who appreciated it if 
he were sociable with them, and who 
might resent his refusal to drink; that 
therefore he kept on hand a bottle of 
tea out of which he always served him- 
self. To the inspector’s quick “let 
me see it” and “let me taste it,” the 
saloonist responded with genuine tea. 

Another inspector turned in a thor- 
oughly satisfactory report on a man. 
Information came back that six years 
before this man had been refused in- 
surance on account of having had a 
very serious disease. The inspector 
found no one who knew of his having 
had that trouble. As a last resort he 
appealed to the applicant. He was 
told that the applicant had at that 
time agreed to buy insurance which he 
did not want; that to avoid taking it, 
he had mis-stated his health history, 


not knowing how serious such a record 
would be.’ 


Obtained by an outside agency — 


or by an inside independent staff 
which has no interest directly or in- 
directly in the success of the applicant, 
the inspection report is supplementary 
to, and a check on, the accuracy of the 
statements of the applicant, and also 

3 The fina] decision of the insurance company as 
to this applicant was, “We don’t want a liar on 
our books.” 
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on the quality of the reports of the 
t and the medical examiner. It is 
as true that these others are sup- 
tary to, and a check on, the 
inspection report. It is idle to argue 
that it is more or less important than 
some other source of information. If 
inspection alone were used, it would be 
found necessary to discover some plan 
to supplement and supervise it. In- 
spection obtains a different sort of 
information. It may also show past 
iliness or physical condition not dis- 
cosed to the examining physician. 
The fact of inspection may make the 
examiner more careful and act as a 
restraining influence on the agent. 


INSPECTION OF CLAIMS 


Inspectors may be called upon to 
report as to the fact of death and the 
circumstances of death. As to the 
value of this work an inspection com- 
pany says:* 

We do not recommend these death claim 
reports as a satisfactory means of clearing 
up claims that are in dispute, or as adequate 
for final decision in cases of suspected dis- 
appearance, substitution, doubtful identity, 
or other extreme situations which require 
detective or other skilled probing service. 
Our death claim reports provide a first 
screening process. The clean cases will go 
through and the doubtful ones will be held 
back for more mature and deliberate 
processes of inquiry. 

Some companies do not feel the need 
of an inspection report on death claims. 


They get a report from the agent, and 


_ separate sworn statements from the 


attending physician, the undertaker, 
the claimant, and sometimes from a 
leading citizen. If there be no vio- 
lence and nothing suspicious, the claim 
is paid. If there is doubt a prober is 
put to work on the case. The diffi- 
culty about this plan is that each 


p. 16. 


report is likely to be friendly to the 
claimant; it may not uncover common 
suspicion. 

The fact of death is easily proven. 
It is not so with claims for disability. 
There is often great doubt as to claims 
for temporary or permanent partial 
disability, to say nothing of the diffi- 
culties connected with total disability. 
Dishonest people make fraudulent 
claims and some honest people make 
unjust claims. The inspection report 
supplements other information. A ne- 
gro woman put in a claim for total 
temporary disability. The inspector 
on the case dropped back two hours 
after his first interview and found her 
doing a family washing. A white man 
apparently totally disabled was visited 
by an inspector. The inspector had 
his suspicions aroused and returning 
after night found him playing games 
in the backyard. Insurance compa- 
nies require additional reports just 
before the due date of premiums that 
have been waived on account of dis- 
ability, and at least every three months 
in cases where a monthly income is 
being paid on account of total and per- 
manent disability. If a report jus- 
tifies it, a thorough medical examina- 
tion of the beneficiary is made. 


INSPECTION OF MepicaL EXAMINERS 
AND AGENTS 


Since, in the selection of risks, com- 
panies lean most heavily upon the 
reports of medical examiners, great 
care must be exercised in the appoint- 
ment of a medical examiner. It is 
believed that to get the best results, 
the examiner must not be on too good 
terms with the agent. The doctor 
should feel that he owes his position, 
not to the agent, but to the company. 
In considering an appointment answers 
are sought to searching questions in- 
tended to show special qualifications for 
the work and to bring out any points 
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of unfitness. Inspection reports can 
be used for this. Later on they can 
also be used to check any unfavorable 
indications. If, for example, the chief 
medical examiner observes that a 
doctor’s reports are too much alike, as 

for instance too similar statements on 
blood pressure, something is wrong. — 

Most insurance companies 
agents who are not only financially 
responsible and capable of producing 
the business wished, but also men 
whose lives are exemplary. An inspec- 
tion report is used to supplement other 
information. 

In a few cases actuaries have 
noticed that the early mortality rate 
was unusually high among individuals 
passed by certain agents and doctors. 
Inspection has resulted in the confir- 
mation of the suspicion aroused and the 
elimination of agencies who were capi- 
talizing the ease of selling insurance to 
the sickly. 

Wuere Inspection Is tHE CHIEF 

RELIANCE 


In some forms of life insurance in- 
spection furnishes most of the infor- 
mation upon which the company 
relies when it grants insurance. The 
things about which the insurer must 
have information are: (1) Plan and 
amount of insurance, (2) age, (3) 
height and weight, (4) residence, (5) 
occupation, (6) personal physical con- 
dition, (7) personal history, (8) family 
history, (9) habits, and (10) moral 
hazard. A competent reporter can 
furnish all of this information except 
number 6 and he can report the reputa- 
tion which the applicant has with 
reference to that. If confidence is 
lacking in the competency of outside 
inspection, or it is believed that the 
volume of inspection justifies a lower 
cost, a company may organize its own 
staff of inspectors. This has already 
been done by some companies who are 


engaged in selling certain forms og 
insurance without medical examing. 


tions. It is seen from the above anal. 
ysis that the acceptance of applicants 
without medical examinations is not 
risky as many think, and i 
if a large number of people are taken at 
once under conditions that prevent 
pronounced selection against the ip. 
surer. In states where a medical 
examination is required by law it is the 
practice to resort to a short form o 
examination which is not so expensive 
as the regular form. 

(a) Group insurance.—Group in- 
surance is being sold in increasing 
amounts. No medical examination is 
required. The employes are taken as 
a group, provided all or a large per 
cent are covered, and the standards of 
employment and the conditions about 
the plant are satisfactory to the insurer, 
This is determined by the inspection 
made by the company. In group insw- 
rance sold by newspapers there is a 
chance for selection against the com- 
pany unless careful individual inspec- 
tion is used. Otherwise everything 
would hinge on the truthfulness of the 
applicant. Most persons who cannot 
say, “I am in sound health,” do not 
apply for this newspaper-sold insu- 


rance. If one lies about his health, 


death within one or two years would 
permit the company to contest the 
claim. Some such persons do apply 
and the inspector learns from neighbors 
or associates of poor health or other 
poor conditions, so that the insurance 
is declined or canceled. 

(b) Additional insurance for policy- 
holders.—Some life companies will in- 
sure a present policyholder within a 
period, say two years, of his last success- 
ful application for insurance without | 
another medical examination. The , 
statements of the applicant plus the 


report of a competent inspection are 
considered sufficient. The company 
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through its recent examination knows 
that there are no constitutional defects 
g chronic troubles of long standing. 
jt takes a chance on some recent 
development. However, if inspection 
reveals something questionable, a med- 
ial examination is proposed. 

(c) Non-medical insurance for any 
spplicant.—Some companies sell insu- 
ance in amounts of $2000, or $2500, 
ot less, without a medical examina- 
tion, provided the applicant is not 
oer forty-five. They may sell larger 
gmounts under $10,000 after a short 
form of medical examination. There 
ino uniform rule. There are today 
many companies who accept applica- 
tions without medical examination in 
amounts from $250 to $2500 with 
varying restrictions as to age and sex, 
the kind of policy, and the supplemen- 
tary features as to disability and double 
indemnity. They may accept such 
spplications from some agents and not 
from others. 

Those who favor non-medical insur- 

ance argue that its advantages coun- 

tebalance any increased mortality. 

Itis said that :° ‘ 

(1) There is a larger percentage of 
completed sales. 

(2) There is greater speed in issuing 
policies, 

(8) There is a saving in medical fees. 

(4) There is closer co-operation be- 
tween the agents and the 
company. The agents have 
more power and _responsi- 
bility. 

| § On the other hand, it is believed that 

in large cities insurance without med- 

"See C. F. Cross, “Non-medical Life Insur- 
ance,” Weekly Underwriter, Vol. CXII, p. 793, 
April 11, 1925. 
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ical examination results in increased 
mortality and that the favorable 
experience of Canadian companies in 
Canada is due to the rural population. 
In the country or small town either the 
agent or inspector knows the applicant 
or can get exact information. In large 
cities conditions are more complicated. 
Industrial life insurance sold in small 
policies to any member of a family with 
no medical examination and no inspec- 
tion besides that of the soliciting agent, 
shows a much higher mortality than 
ordinary life insurance, but for this 
there are more reasons than poorer 
selection. A great advantage of the 
medical examination is that it reveals 
impairments of the lungs, heart, kid- 
neys and blood pressure that have 
never been found before. Many dis- 
eases are not feared before forty-five— 
the usual non-medical age limit—but 
tuberculosis is always a risk for adults. 
Great reliance must be put upon the 
agent when insurance is thus sold. A 
minute report is made by him. He 
acts as a check upon the competence of 
the inspection. Then the inspection 
furnishes a clue to whether the agent is 
putting the soft pedal on unfavorable 
information. In all cases the company 
reserves the right to require a medical 
examination. If the risks sold by an 
agent begin to show a bad loss ratio, 
the company will deprive him of the 
right to sell non-medical insurance. 
Inspection can also be used to deter- 
mine whether a man is applying for the 
maximum amount allowed from several 
companies. 

At present there is great difference 
of opinion as to non-medical insurance. 
As experience accumulates, a more 
certain stand will be possible. 
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Beneficiary Provisions Under Modern Life Insurance 
Policies 


By Leia E. Toompson, LL.B. 
Attorney, The Connecticut Mutual Life Insurance Company 


CCORDING to figures taken from 
the Insurance Year Book for the 
year 1925, published by the Specta- 
tor Company, claims amounting to 
$1,246,000,000 were paid to policy- 
holders during 1925. So much emphasis 
is placed upon the efforts of agents to 
sell new business and to keep in force the 
business already written that the fact 
is crowded into the background that all 
their activities are a means to one end, 
namely, that at the death of the per- 
sons insured, sums of money may be 
paid out to the beneficiaries. Looking 
at the business as a whole, the pos- 
sibilities of the turnover of funds dur- 
ing a given year are tremendous. As 
the life insurance business grows, it be- 
comes increasingly important upon 
what terms these great amounts are to 
be paid to the beneficiaries. Are they 
to be paid in lump sums to be spent or 
reinvested by them, or are they to re- 
main in the hands of the insurance 
companies in the securities in which 
they are now invested, to be paid out 
gradually to beneficiaries, or held at in- 
terest? These matters are controlled 
by the insured’s contract with the 
company, and especially by the benefi- 
cial provisions of that contract. These 
provisions are drafted according to the 
request of the policyholder or applicant 
for insurance, and that they should be 
properly drawn is a matter of primary 
importance to the beneficiaries. 


LeGaL BackGROUND 


Before entering upon a discussion of 
modern beneficial clauses, some con- 


sideration should be given to their legal 


background. They are to a certaip 
extent based upon the experience whid 
the companies have had in litigatioy 
arising under the older forms of policy 
contracts. An exhaustive study ¢ 
that litigation would involve the read. 
ing of many opinions which show 4 
striking lack of unanimity as to the 
interpretation to be put upon the ya. 
rious provisions. There are two theo. | 
ries which have played a prominent 
part in determining the rights o 
beneficiaries. One of these, the in- 
surable interest theory, is designed to 
protect the insured against the bene- 
ficiary; the other, the vested interest 
theory, is designed to protect the 
beneficiary against the insured. 

The courts decided that as a matter 
of public policy, a person should not be 
allowed to take out insurance on the 
life of another unless the continuation 
of the life of the insured would be more 


to the advantage of such person than 
his early death. A detailed discussion 
of the theory and its application in | 
specific cases is impossible here. A | 
hasty outline of its development is all 
that can be attempted. Persons in the | 
immediate family of the insured, and 
his creditors are considered to be in- 
terested in his continued life, and hence 
have an insurable interest in it. They 
may take out insurance upon it, having 
themselves named as beneficiaries, and 
paying the premiums thereon. There 
are many decisions in regard to the in- 


surable interest of relations more or less ; 


remote, and of creditors to whom the 
insured owes but a small debt, some of 
which admit the insurable interest and 
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gme of which do not. If the court 
fnds that there was no insurable in- 
terest at the inception of the contract, 
the contract will be considered as a 

ring transaction and no recovery 
will be allowed the beneficiary. 

It is generally conceded that a man 
has an insurable interest in his own 
life. If he applies for the policy him- 
gif and pays the premiums, he can 
name any beneficiary he chooses, un- 
less he is a resident of a state which 
by statute requires that the beneficiary 
must in any case have an insurable in- 
terest. In order to avoid all questions 
on the point as far as possible, the in- 
sured is required to sign the application 


‘for his policy himself. But if the 


beneficiary was without insurable in- 
terest and paid the premiums, the mere 
fact that the insured signed the applica- 
tion would not be sufficient to validate 
the contract with the beneficiary. 
Having gone thoroughly over the 
d of the insurable interest of the 
individual beneficiary, the courts found 


| themselves confronted with the prob- 


lem of whether or not a business or- 
ganization, corporation or partnership, 
should be said to have an insurable in- 
terest in the lives of its officers or mem- 


SES SS 


bers. They decided that it should, on 


. the theory that the death of the officer 


or partner would mean a pecuniary loss 
to the business. If, however, the 
services of the insured could be readily 
replaced by those of another person, 
probably no insurable interest would be 
found. ‘The employer has no insurable 
interest in the life of the average em- 
ploye. The ownership of stock is not 
considered of such importance to the 
corporation as to give it an insurable 
interest in the lives of its stockholders, 
although it is probable that the stock- 


. holders would be held to have such an 


interest in the lives of corporate officers, 
since the success of the corporate enter- 
prise is of considerable importance to 
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the stockholder. The liberal attitude 
of the courts in cases involving business 
insurance has enabled the companies 
to enter this new field as they could 
not otherwise have done, to the mutual 
advantage of policyholders and com- 
panies. It may be of interest to note 
here that, in spite of the attitude of the 
courts, the Federal Comptroller of the 
Currency refuses to sanction insurance 
on the lives of important executives of 
national banks. Since the insurance 
of the lives of valuable officers is con- 
sidered desirable in other lines of busi- 
ness endeavor, it is reasonable to as- 
sume that the regulation sooner or later 
will be altered. 

The vested interest theory is peculiar 
to American law and was an early 
development which still persists. While 
the insurable interest theory makes it 
necessary for the insurance company to 
exercise care in the issuing of contracts 
to beneficiaries without a readily dis- 
cernible interest in the continuation of 
the life of the insured, the vested inter- 
est theory makes caution necessary in 
the payment of claims upon the matur- 
ity of the policy. The older types of 
policies reserved to the insured no right 
to change the beneficiary. These poli- 
cies were usually payable to the wife of 
the insured or in the event of her death 
to her children. The courts have held 
that such contracts create in the bene- 
ficiaries a right which can only be de- 
feated by their consent, regardless of 
the fact that the insured may have paid 
all the premiums. Any attempts by 
the insured alone to change the benefit 
or dispose of the policy by assignment 
or will, must be disregarded, except in 
Canada and possibly one or two juris- 
dictions of the United States. This 
situation led and still leads to much 
dissatisfaction among policyholders. 
Changes in family circumstances may 
make a change in the beneficial ar- 
rangement of these policies desirable. 


| 


Such a change can only be accomplished 
by assignment by the various beneficia- 
ries to the person to be substituted. If 
some of the beneficiaries are minors or 
have died leaving no estates and minor 
heirs, it is almost impossible to procure 
valid assignments. 

As the insured in such cases is con- 
fronted with obstacles in making a 
change in payees during his lifetime, 
the insurance company is confronted 
with similar obstacles in attempting 
to settle the policy at his death. If the 
wife survives the insured it is a simple 
matter, but if she predeceases him, 
payment must be made to the children. 
Disputes have arisen over the rights of 
the heirs of deceased children to share 
in the insurance proceeds, and un- 
fortunately there is no uniformity in 
court decisions on the question. It is 
often necessary to procure releases 
from many persons before the company 
is sufficiently protected in making a 
payment. Final settlement may for 
this reason be held up for months. 


Wuat Experience Has Tavucut 


There are certain things that may be 
learned from experience with these older 
policies. One of them is that no con- 
tract should issue unless the beneficiary 
clause is complete and unambiguous. 
In spite of the increasing use of life 
insurance as a protection for business, 
the great majority of policies are still 
issued for the benefit of individuals 
dependent upon the insured, and at 
least ninety per cent of them are pay- 
able in a lump sum at his death. Most 
modern contracts contain a printed 
clause, either in the application or in 
the change of benefit provision, provid- 
ing that the interest of deceased bene- 
ficiaries shall pass to those surviving, 
or if none survive, to the insured’s 
executors, administrators or assigns. 
This provision does away with the 
necessity for making settlement with 
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the estates of deceased payees. In th. 
case of a policy payable in the manne 
described above, it means that if th 
wife predeceases the insured, only 
those children who survive him yj 
share in the proceeds. Grandchildre, 
will be cut out. This fact should he 
considered and if the insured wishes tp 
include his grandchildren, the beneficig} 
clause should be specially drafted. Jp 
every case the wife should be mep. 
tioned by name, but it is not n ' 
to designate children or grandchildrep 
specifically. In fact it is perhaps up. 
desirable to do so because of the pos. 
sibility that others born after the issue 
of the contract who should share in the 
proceeds could not be included in the | 
settlement. Such children could of 
course be taken care of by a new desig. 
nation. Too often, however, insurance 
policies, like wills, are not kept up to 
date. 

Another case in which the survivor. 
ship clause might not work out as in- 
tended by the insured is that in which | 
he provides a fractional distribution 
to payees. Application is sometimes 
made for a policy payable to several 


persons, perhaps creditors, who are to 
receive fixed proportions of the pro- 
ceeds. If one of these dies before the — 
insured his share would be paid to the ° 
surviving payees equally. This would 
alter the fractional arrangement and | 
perhaps give to the surviving payees 
more than was intended. The con 
tingency could be covered by the inelu- 


sion of a clause providing that the share | 


of a beneficiary predeceasing the in- 
sured should be paid, for example, to 
the insured’s wife, if she survive him, or 
if not to his executors, administrators 
or assigns. The use of general terms 
such as “the insured’s estate” or 


“legal representatives” in the rever- ; 


sion clause is to be avoided because of 
the uncertainty as to their exact mean- 
ing. 
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A second conclusion to be drawn 
from experience under the older policies 
is that if a policy is taken out for the 

ion of the family, the right to 
change the benefit should be reserved to 
the insured. The applicant for in- 
surance is usually asked to indicate 
whether or not he wishes to reserve 
this right. If he does not reserve it 
and pays the premiums himself, he 
should provide for a reversion to his 
executors, administrators or assigns 
in order that he may have the power 
to dispose of the policy in the event 
that the beneficiary named pre- 
deceases him. Otherwise, he will find 
himself in the same position that 


' many people are in who hold the older 


type of policy. On the other hand, if 
the beneficiary is to pay the premiums, 
it would be wiser not to reserve the 
right. In general, it may be said that 
the person who pays the premiums 
should control the reserve created by 
them, and the policy options, unless he 


' intends to make an outright gift of the 


premiums paid. 


Loca, EXEMPTION STATUTES 


There is one factor meriting atten- 
tion, that sometimes influences appli- 
cants for insurance to forego the reser- 
vation of this right. That factor is the 
local exemption statute. In the early 
days of the life insurance business 
many states passed statutes providing 
that policies written for the benefit of 
the wife or children of the insured 
should be exempt from the claims of 
the insured’s creditors. The Federal 
Bankruptcy Act of 1898 recognizes the 
exemptions allowed by local statutes. 
It also provides that powers which 
may be exercised by the bankrupt for 
his own benefit, as well as cash values 


- payable to the insured bankrupt, pass 


to his trustee, providing, however, a 
period during which the insured may 
redeem the policy by paying the trustee 
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the amount of the cash value. These 
provisions led to a doubt as to the effect 
of the older statutes which were not 
drafted with reference to policies 
reserving the right to change the 
beneficiary. It is apparent that the 
insured can exercise this right for his 
own benefit and that a change to 
“own” benefit would take the policy 
out of the class of those exempted by 
the statute. 

Much litigation has arisen from the 
dilemma thus presented. The Federal 
courts have taken the position that un- 
less the local statute clearly contem- 
plates the exemption of such policies, 
it will not be sufficient to cover them. 
The state courts have taken a broader 
view of their own statutes and if the 
highest state court has interpreted the 
local statutes the Federal court is 
bound to follow its ruling. For this 
reason in some instances the Federal 
courts have been forced to retreat from 
the positions originally taken. Some 
states have remedied the difficulty by 
amending their statutes, as have Penn- 
sylvania and Tennessee. In others, 
notably New York, the doubt persists. 
In states having no exemption statutes 
covering the wife’s policies, the policies 
will pass to the trustee if the insured 
alone can demand the cash values under 
the terms of the contracts. If it is 
necessary that the beneficiary should 
join with him, they will not. 

It sometimes happens that after a 
policy is issued the insured will wish to 
bring it under the statute and attempt 
to make the beneficiary’s right absolute 
by waiving his right to make a change. 
The validity of the waiver of a valuable 
right without consideration is open to 
question. If the company which is- 
sued the policy will permit, it would be 
better in such a case to exchange the 
original policy for a new one containing 
no charge of benefit provision. 

Whether or not the applicant or the 


* 
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policyholder should be influenced by 
the possibility that his policies may be 
lost through bankruptcy depends upon 
the financial hazard involved in his 
business and the stability of his do- 
mestic affairs. If the family is broken 
up by divorce, the insured may be em- 
barrassed if he cannot control the 
beneficial arrangement of his insurance. 
In the case of a policy on which the in- 
sured is to pay premiums, the reasons 
in favor of the reservation of the right 
are so much more forceful than those 
against it, that it is only in the ex- 
ceptional case that the policy without 
it will prove entirely satisfactory. The 
exemption depends on the beneficiary 
clause only, and if the right to change is 
not to be provided, it is probably de- 
sirable that the insured should at least 
reserve to himself the right to cash and 
loan values. 


QUESTION OF SURVIVORSHIP 


Before leaving the general subject of 
beneficiary clauses calling for lump sum 
settlements with the dependents of the 
insured, there are at least two excep- 
tional arrangements which should be 
mentioned. One of the interesting 
psychological developments of the 
modern policyholder is the fear that he 
and his beneficiary will be killed in the 
same automobile accident. Accidents 
in which several persons are killed are 
so frequent and occupy so conspicuous 
a place in our daily life that a person 
who is genuinely intent upon having his 
insurance proceeds go where he wishes 
to have them gives the possibility of 
the simultaneous deaths of himself and 
his wife serious consideration. It is 
perhaps a phase of the well-known anti- 
mother-in-law attitude. The insured 
puts the question, “If my wife survives 
me by a few hours, or a few days, who 
will get my insurance money, her family 
or mine?” Of course, if there are 


surviving children they would take the 


money as heirs of either or both estates: 


if there are none, the wife’s next of kiy| 4895: 


would inherit it. 


There is also the possibility alive 
there will be no evidence as to whethe| “08° ! 
the insured or beneficiary lived the} 


longer. Contrary to the idea that 


people have, the courts will make py} @¥S*! 


presumption in the absence of evideng | | 


as to which survived the other. The 


majority rule seems to be that unde | Pa # 
the modern benefit clause carrying such 2 
proceeds to “my wife, if she surviye Per 
me, if not, to my executors, administra. | 4 
tors or assigns,” the burden of prog | me2t- 
will be upon the wife’s estate to show | ™8*° 
that she survived. If the burden cap. | Y&"> 
not be sustained there will be a rever. ; could 
sion to the estate of the insured. or, if 
Cases in which there is absolutely no | ef 
evidence as to the survivorship are in. | #0w 
frequent. Insurance companies are | ™° 
reluctant to make settlement in doubt. | !° . 
ful cases without releases from the | 
executors or administrators of both | “#5 
estates because of the danger, if not the , 
probability, that litigation would en- 
sue. For this reason, a simple provi- Th 
sion for a reversion to the insured’s | 
estate in the event of the simultaneous | P#)" 
death of the insured and beneficiary i i —_ 
unsatisfactory. Insurance companies _ clau 
cannot afford to assume that all pos- | trus 
sible claimants will acquiesce in their Smit 
decision that the deaths were in fact | pant 
simultaneous. 
To meet this situation and insure © 
prompt payment of claims, various sug- PF" 
gestions have been made. Frequently, ) trus 
the addition of some clause to the usual the 
provision is suggested, such as the fol- 
lowing; “but in the event that my wife red 
shall perish with me in a common : 
disaster, or shall not survive beyond pol 
midnight of the tenth day followingthe '™° 
day of such disaster, to my executors, | *® 
administrators or assigns.”” Such 
clause might cover the case if there abi 


were no clear evidence of survivorship, 


| 
| Bi 
or if th 
} surely 
| duty t 
i} 
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or if the wife died within two or three 
‘| days. If it became apparent that she 
could not live long, and yet she was still 


kip 
> tha | alive at the end of a week, it would be a 


dose race between her brothers and 
sisters and those of the insured,— 
surely a sad position for the wife. Be- 
cause circumstances might easily occur 
in which the wife might almost feel it a 
duty to cling to this life beyond or de- 
part it before a certain point of time, 
such a provision is objectionable. 
Perhaps the best way of covering the 
contingency is by a deferred settle- 
ment. Most companies would be will- 
ing to hold the proceeds at interest for a 
year, at the end of which the principal 
: could be paid to the widow, if living, 
or, if not, to some other designated 
beneficiary. A longer period would be 
allowed for the wife’s recovery with 
more certainty that the insured’s plan 
for his beneficiaries would be carried 
out than under any simple benefit 
clause calling for a lump sum payment. 


Tue Trustee AND MINoR 


The second of these somewhat un- 
usual arrangements is that calling for 
payment to an individual trustee for a 


| 
ct 
| 


| 


e 
iT 
| 


minor beneficiary or beneficiaries. The 
clause may read “to Samuel Jones, in 
trust, however, for my daughter, Jane 
Smith.” It is seldom, in the writer’s 
experience, that these clauses are cor- 


_ rectly drawn in the first instance. They 


will be defective in that they fail to 
provide for the possibility that the 
trustee or beneficiary may predecease 
the insured. There should be a provi- 
sion that if the trustee does not survive, 
payment should be made to the bene- 
ficiary. If at the maturity of the 
policy the beneficiary is a minor or an 
incompetent, the insurance company 
would make payment to the legally ap- 
pointed guardian or conservator rather 
than to the beneficiary direct. Prob- 
ably if the nature of the naked trust 
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created by such a clause were generally 
understood, the clause would not be re- 
quested. The trustee, in the absence 
of a definite oral understanding or writ- 
ten agreement with the insured, prob- 
ably has no power to hold the fund after 
he collects it. His is what is legally 
known as a “passive or dry trust” and 
he would be bound to turn the fund 
over to the guardian or conservator if 
such were appointed by the court. The 
guardian’s powers are much greater 
than those of such a trustee as he is ex- 
pected to care for the minor’s estate, 
paying such sums for his or her support 
as may be necessary during the period 
of minority. It would be quite as 
satisfactory in most cases, simply to 
name the beneficiary in the policy and 
allow the matter of guardianship to 
work itself out in the event of the in- 
sured’s death during the beneficiary’s 
minority. It would be possible under 
the laws of many states for the insured 
to solve the problem by the appoint- 
ment of a testamentary guardian in his 
will. It would be well worth the while 
of the policyholder in such a case to 
consult his attorney in order to assure 
himself that his plans for his minor 
children will be carried out as he in- 
tends to have them. 

It is oftentimes found desirable to 
enter into a more formal arrangement 
by which the proceeds will be held by 
the insurance company under a de- 
ferred settlement agreement or paid to 
a trust company subject to the terms of 
an agreement to be made between the 
trust company and the policyholder. 
Either of these plans would insure the 
protection of the beneficiary over a 
term of years. Trust companies and 
insurance companies are not competi- 
tors in this field, but co-operators. 
Since a very large portion of decedents’ 
estates consists of life insurance, it is 
only natural that trust companies 
whose business it is to handle such 
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estates should be interested in en- 


couraging the taking out of life in- 


surance. It is also to be expected that 
insurance companies should offer their 
investment facilities to policyholders 
who wish to avail themselves of them. 
The different plans of deferred settle- 
ments offered by life insurance com- 
panies are discussed in an article en- 
titled “Income Policies” by Walter 
LeMar Talbot, in The Annals of the 
American Academy of Political and 
Social Science for March, 1917. 

Although the deferred settlement has 
been adapted to many new uses since 
the publication of that article, the new 
features are rather concerned with the 
beneficiaries than with the plans of 
payments. It is now possible to get a 
great variety of beneficial arrangements, 
meeting the needs of beneficiaries from 
their college days to old age. Behind 
these settlements is the company’s 
guarantee of an income of at least three 
per cent backed by the company’s 
general assets. The strength and soli- 
darity of the insurance company with its 
vast assets may seem a refuge to policy- 
holders who have contended with the 
instability of banking conditions in 
certain parts of the country. The 
policyholder who is adequately insured 
can feel that the deferred settlement 
may provide for his beneficiaries a 
greater financial security than he 
has been able to assure them while 
living. 


Ways or ExpepitinG SETTLEMENTS 


In making a choice between the two 
forms of what might be called long- 
term protection, the foregoing points 
should be considered together with the 
insured’s own circumstances which 
may make the service offered by one of 
the possible trustees seem better suited 
to his needs than that of the other. 
The deferred settlement, once it be- 
comes effective at the maturity of the 


policy, is not flexible. The insung 
should bear in mind the fact that w, 
foreseen emergencies may arise calli 

for the immediate expenditure of mop 
money than could be realized by th 
beneficiary under the deferred sett 
ment. If he expects to leave no assets 
that can be readily liquidated, hy 
should arrange that at least one poliey 
is payable in a lump sum to the bene. 
ficiary. If a trust company is to 
handle the trust, it may be given dis 
cretion to pay out portions of the prin. 
cipal in case of need. It may also be 
permitted to purchase with the fund in. 
vestments from the insured’s estate, 
This power might prove to be of 
great assistance to the executors. The 
facilities available to trust companies 
and their location at the place of 
residence of the insured and the bene. 
ficiaries make it possible for them to 
undertake a greater responsibility for 
the welfare of the beneficiaries than the 


insurance companies can assume. 


Tue “Funpep Trust” 


There are two arrangements which 
an insured may make with trust com- 
panies in regard to the payment of 
premiums. He may pay the premiums 


out of his own funds. Or he may name 
the trust company as absolute bene- | 
ficiary under the policies and place 
with it sufficient funds to meet the 
premiums under the policies as they fall 
due. This plan is known as the 
“funded trust.” Even under a funded | 
trust the insured may, if he wishes, re- 
serve the power to remove policies from 
the trust or add new ones to those al- 
ready included and to withdraw the 
fund provided for the payment of 
premiums. It has been suggested that 
the funded trust is particularly suit- 
able for a man who holds a considerable 
number of securities paying a high rate 
of interest but having an attendant 
speculative risk. These securities may 
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be placed with the trust company and 
withdrawn in case of need. 


Pouicy ConTRACTS 


Any trust agreement entered with a 
trust company should be drafted only 
after a careful study of the policy con- 
tracts to be covered. If there are 
rights reserved to the insured in the 
contracts, the trust agreement should 
permit of his exercising them and should 
cover the point specifically. If, for 
example, the policy provides that the 
insured may borrow the reserve, the 
trust agreement should not provide 
expressly or by implication that he may 
not. A variation between the terms of 
the trust and the policy contract is 
likely to lead to friction with the in- 
surance company. Just how far a 
policy naming a trustee as beneficiary 
isimpressed with the trust has not been 
determined. Insurance companies, 
therefore, feel that to protect them- 
selves they must respect the terms of 
the trust agreement and will not be 
parties to transactions with the insured 
which it does not permit. If the trust 
is to be irrevocable and the insured is 
to have no control of the policies, they 
should be assigned outright to the trust 


company. 


| Wuere Sounp JupGMENT Is NEEDED 


Both deferred settlements and agree- 
ments with trust companies may be 
made to contain clauses protecting the 
income from claims of creditors and re- 
straining the beneficiaries from as- 
signing their interests. There are 
many cases where such clauses are very 
desirable and there are undoubtedly 
many cases where such clauses will 
prove undesirable. Their use is a 
matter of sound judgment. They may 
be desirable if the principal beneficiary 
is the insured’s wife, especially if she 
has had little or no business experience. 
If, however, the beneficiary is, for ex- 


ample, a son of the insured, a protected 
life income might prove to be positively 
harmful. The effect upon the char- 
acter of the recipient of an assured in- 
come which cannot be reached by 
creditors is not always salutary. The 
English courts do not look with favor 
upon such clauses. The American 
courts, however, have taken a different 
position in regard to them, and their 
validity is generally recognized in the 
United States at thistime. The Amer- 
ican courts have not had to deal with 
the problems that confronted the early 


English courts and may have been taken 


off their guard by the spendthrift trust. 


Po.icrEs As SECURITIES 


As an intermediate step between the 
protection of individuals and business 
insurance, the use of policies as security 
presents itself. Policies are commonly 
accepted by individuals and by banks 
as security for the insured’s indebted- 
ness, and an unsatisfactory form of 
security they often prove to be. They 
are unsatisfactory for two reasons. One 
of them is that the face of the policy, 
rather than its cash value, is frequently 
taken as determining the protection it 
affords. If we have recommended 
earlier in this paper that parties read 
the insurance contract, we recommend 
it even more strongly to the person who 
is intending to accept a policy as 
security. He should find out how much 
of a cash value the policy has. If it 
appears to be substantial, he should 
examine the loan provisions and de- 
termine by inquiry from the company, 
if necessary, whether there is an auto- 
matic premium loan request on file at 
the home office which has caused or 
may cause the policy reserve to be eaten 
up by premiums in the event that they 
are not paid by the insured. He should 
make sure that there is no beneficiary 
named whose release he has not ob- 
tained. If he contemplated having 
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himself named as beneficiary under a 
policy to be issued, he should see to it 
that the policy does not reserve to the 
insured the right to change the benefit. 
If his designation as beneficiary is fol- 
lowed by the words “as his interest 
may appear,” the insurance company 
making settlement at maturity will 
usually require proof of the amount of 
his claim and pay any balance to the 
contingent beneficiary. After he ob- 
tains title to the policy he should take 
care that the premiums are kept up or, 
if the insured is not in a position to pay 
the premium and he does not care to do 
so himself, he should surrender the 
policy at once, provided he is entitled 
to do so, before the cash value begins to 
run off. 

A second source of difficulty for the 
assignee is the insufficiency of the form 
of assignment which he holds. It 
happens more often that a policy is as- 
signed to a creditor than that he is 
named as beneficiary under the con- 
tract, and it often happens that he ac- 
cepts an assignment carrying no power 
of sale. There has been a certain 
amount of confusion in the court deci- 
sions affecting assignments of life in- 
surance policies to creditors. It is be- 
coming apparent that if an insurance 
company makes settlement with a col- 
lateral assignee who holds no power of 


InsURANCE AS A Business Prorecrioy 

The last point to be discussed is the 
use of insurance as a business protes 
tion. Business insurance is so broad, 
subject that it merits a much fulle 
discussion than can be given here 
There are many forms of agreements, , 
few of which we will outline. 
general we may say that these agree. 
ments, like trust agreements, should be 
carefully drafted with reference to the 
provisions of the policies themselves, 
If new insurance is to be taken out, the 
whole arrangement should be planned 
before application is made. As we 
have already pointed out, the courts 
have been liberal in admitting the in. 
surable interest of corporations in their 
officers. Ifthe insurable interest exists 
at the inception of the contract, the 
corporation need feel no concern as to 
its validity if the officer leaves its em- 
ploy. 

The owners of close corporations 


often feel that the death of a stock- \ 


holder will result in a lack of harmony 
in the management of corporate affairs 
and, in order to guard against dis- 
agreements and the resulting financial 
loss, will take out insurance payable to 
the corporation upon the lives of stock- 


holders who are actively engaged in | 


ing the corporate business. In 


attorney or power of sale, without pro- / states which permit a corporation to 
curing a release of the insured’s equity,’ buy its own stock, an agreement may 


it is quite possible that it will subse- be entered into, among the stock- 
quently have to pay the face of the holders and the corporation, specifying 


policy to the beneficiary. It will, how the premiums shall be paid, what , 


therefore, usually insist upon obtaining use shall be made of cash and loan 


the insured’s signature before surrender. 
To protect himself properly, the as- 
signee should procure authority to sur- 
render the policy upon default in pay- 
ments on the note without notice to the 
debtor. In any event, he would prob- 
ably be held to be accountable to the 


value privileges under the insurance — 


policies during the lifetimes of the per- 
sons insured, and stipulating that at 
maturity the corporation shall apply 
the proceeds to the purchase of the 
stock of the insured from his estate, 
the insured agreeing, for his legal 


debtor for any excess over the amount _ representatives, to sell the stock to the 
corporation. The agreement should 


of the debt and accrued interest. 
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ify in detail the method by which 
the stock shall be valued and the dis- 
position to be made of excess proceeds, 
if any, as well as the mode of making 
up the deficit in the event that the 
value of the stock is more than the 
amount of the proceeds. 

An arrangement is sometimes made 
in which a trust company holds the 
stock certificates and the policies in 
escrow, the policies being made payable 
to the trust company, and manages the 
entire transaction at maturity of the 
policies. Such a plan is suitable for 
cases in which several stockholders and 
policies are involved and in which it is 
desired to prevent the stockholders 
from selling their shares to outside 
parties during their lifetimes. 

In those states in which a corpora- 
tion is not permitted to purchase its 
own stock, a plan may be used similar 
tothat often employed by partnerships, 
under which policies will be issued on 
the life of one officer and principal 


stockholder, payable to the other or 


others, the parties agreeing that the 
proceeds shall be used for the purchase 
of stock from the insured’s estate, by 
the surviving party or parties to the 


agreement. 
The use of insurance for partnership 


| purposes differs very little from its use 


in the protection of corporations. Ina 
partnership the policy on the life of one 
partner may be made payable to the 
other, and the cash and loan value 
privileges vested in the partnership. 
The agreement between the partners 
should cover the sale of the deceased 


_ partner’s share in the assets to the 


surviving partner and the use of cash 
and loan values by the partnership dur- 
ing the lives of the partners. Some 
provision is usually made for the taking 
over of the insurance by the individual 
partners in the event of the dissolution 
of the partnership, except by the death 
of one of the partners. In case of large 


partnerships the insurance may be 
made payable to the firm. The settle- 
ment of death claims requires special 
care in such cases, because of the fact 
that notice of the insured’s death is at 
the same time notice of the dissolution 
of the partnership. Insurance com- 
panies find themselves beset with dif- 
ficulties because partnership agree- 
ments are defective or non-existent. 
If the partnership agreements are care- 
fully drawn to cover the principal 
benefits provided by the policy con- 
tract, namely, the death benefit and 
cash and loan value privileges, life in- 
surance should prove to be a great help 
in the equitable settlement of partner- 
ship affairs upon the death of one of 
the partners. 


Drarrinc BENEFICIARY CLAUSES 


In conclusion, we can do no better 
than to emphasize the need for careful 
thought in drafting beneficiary clauses. 
This thought should be directed by a 
few general rules. These rules, by way 
of recapitulation, are that in disposing 
of policy options the rights of the per- 
son or corporation paying the premiums 
should receive primary consideration 
and protection in the contract to be is- 
sued. Since the law takes a special 
interest in protecting the beneficiary, 
the contracting parties must look out 
for the rights of the insured. In cases 
in which the policy is covered by a 
trust, partnership or corporation agree- 
ment, no contingency which might af- 
fect the policy should be 'eft out. The 
right to exercise the options should be 
disposed of in the same manner as in 
the policy itself, with due regard to the 
possible effect of such disposition upon 
the rights of trustee and beneficiaries. 
The foregoing are simple rules, and if 
they could be followed there would be 
less dissatisfaction with policy con- 
tracts or friction between companies 
and policyholders and _ beneficiaries. 
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Unfortunately, unforeseen  circum- 
stances will arise in spite of the effort 
and forethought put into the prepara- 
tion of documents. We can hope, 
however, that with the increasing un- 


derstanding of the nature and uses y 
the life insurance policy, litigatig 
arising from defective beneficial ». 
rangements will become less and ley 


frequent. 
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HE past decade has witnessed an 
actual decline in the total number of 
dollars of fraternal insurance in force 
inthis country. Thus at the close of 
1916 there was approximately $11,000,- 
000,000 in force with the fraternal so- 
cieties, Whereas there is but approxi- 
nately $10,300,000,000 on their books 
at the present time. When one con- 
sders the decline in the purchasing 
power of the monetary unit and the 
increase in population during this pe- 
riod, the significance of these figures is 
even greater than it is when one con- 
siders merely the sums themselves. 
Meanwhile, life insurance granted by 
the so-called old-line or legal-reserve 
companies has been increasing by leaps 
and bounds, the totals in force on the 
above-mentioned dates being $25,000,- 
000,000 and $79,000,000,000, respec- 
tively. Furthermore, during the period 
from 1910 to 1920, the societies wrote 
about thirty-three per cent of the total 
amount of life insurance written in 
this country, whereas of late years they 
wrote but fifteen per cent of it. It is 
clear, therefore, that the decline in 
fraternal insurance has not been due 
to a lowering of the demand of the 
_ people of this country for life insurance, 
but to conditions within the fraternal 
system itself. 
_ Fraternal insurance societies sell 
insurance for the protection of the 
‘| insured person’s dependents in event of 
his death. They also offer old-age 
insurance, health and accident insur- 
ance, and juvenile insurance. All of 
these forms except juvenile insurance 
have been offered for many years, the 
frst fraternal benefit society having 


Fraternal Life Insurance 


By K. Knicut, Px.D. 
Professor of Insurance, Wharton School of Finance and Commerce, University of Pennsylvania 


been formed in this country in 1868. 
Down to about fifteen years ago, the 
rates charged by most societies were 
inadequate to meet the benefits prom- 
ised. As a result, many of such or- 
ganizations passed out of existence, 
and others were forced to readjust their 
insurance to an adequate-rate basis. 
This necessary readjustment has 
been a serious matter for most fra- 
ternal societies that have attempted it. 
The older method of accomplishing it 
was simply to pass a by-law requiring 
higher assessments, or the reduction of 
benefits. Such a procedure resulted in 
heavy withdrawals of healthy mem- 
bers, whereas the unhealthy ones re- 
mained with the society. More re- 
cently it has been learned that greater 
success attends the efforts at readjust- 
ment when expert salesmen are em- 
ployed for the purpose of securing the 
consent of each member to the con- 
version of his certificate to the ade- 
quate-rate class. The conversion is 
made by issuing a preliminary term 
certificate at the member's attained 
age. The salesman receives a substan- 
tial proportion of the first twelve 
monthly premiums. Special “service” 
corporations have arisen to train sales- 
men for this work. By such a process, 
enough healthy lives can be transferred 
to offset the tendency toward adverse 
selection.' A society in the process of 
readjustment, however, finds it difficult 
to secure new members, as well as to 
hold all of its old ones. The immediate 
result of readjustment, or of an attempt 
1 See the author’s Advanced Life Insurance, 


pp. 1. New York: John Wiley & Sons, 
1926. 
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at readjustment, has nearly always been 
a smaller membership as well as a 
smaller amount of insurance in force. 
Furthermore, the process tends to 
destroy the prestige of the society, 
particularly with those who do not 
understand the necessity of the higher 
rates. 

Failure on the part of some societies, 
then, and the necessity of readjustment 
on the part of others, has resulted in 
greatly weakening public confidence in 
the institution of fraternal insurance 
generally. Before the societies can 
hope to make much progress in the 
future, they must re-establish that 
confidence. In other words, fraternal 
insurance must be resold to the 
public. 

It is a fairly safe prediction, how- 
ever, that fraternal insurance on the 
old inadequate-rate plan can never 
again be sold in any considerable 
amounts to the American public. The 
public has learned that this plan, 
though furnishing cheap protection 
during a society’s early years when most 
of its members are young, is unsatis- 
factory in the society’s later years 
when the advancing age and death rate 
of its members render failure or re- 
adjustment inevitable. The benefi- 
ciaries, relatives and friends of those 
members who die early enough to have 
the face amounts of their certificates 
paid in full, are quite well satisfied with 
the inadequate-rate plan. A large 
majority of the members of such a so- 
ciety, however, live to the time when 
increased rates or a reduction of benefits 
is absolutely necessary. These mem- 
bers, together with their relatives and 
friends, are prone to voice their dis- 
appointment and disapproval of the 
plan. This disapproval has not been 
minimized by those interested in in- 
creasing the amount of sound protection. 
These are the chief reasons for believing 
that the public could not be induced to 


purchase any considerable amount q Frate 


unsound protection. may use 
from th 
ACTUARIAL SOLVENCY there he 


The principal efforts of the fratemg ofa tab 
societies during the past decade hay fackler 
centered around the question of ade temal 
quate rates, or, stated differently, thjmary: | 
question of actuarial solvency. Ag) Legis 
ciety, or indeed any other life insurang yency 
organization, is said to be actuarially gcietie 
solvent when it will be able to pay a} sandal 
of its promised benefits without jp bit v@ 
creasing the rates of assessments |The 80 
premiums paid by its members. A life\in 
insurance organization will be able jy|state | 
meet its claims without such an jp rprese 
crease when it has funds which, t» temal 
gether with the present value of assess, Frater! 
ments or premiums payable to it in the be too 
future, equal the present value of the/few ins 
benefits promised, all calculations being bill dr: 
made on a conservative mortality and 1912, 
interest basis. The determination ¢ Confer 
the amount of these necessary funds ficatio! 
is called valuation—the funds them- adopte 
selves, reserves, reserve funds, o of mal 
funds to meet the reserve liability, today 
Life insurance companies, speaking latituc 
generally, are required by law to main-|actuar 
tain funds to meet a reserve liability} The 
determined according to the American that s 
Experience Table of Mortality with actual 
interest at three and one-half per cent | memb 
compounded annually. Companies 
may elect full-premium valuation, ate 
some modification of it that will yield) A val 
lower reserves than it would yield, such consi¢ 
as the preliminary term method modi # pat 
fied according to the Illinois standard, would 
or some other standard. stater 

For the societies, again speaking | held | 
generally, the National Fraternal Con | ome 
gress Table of Mortality with interest hi 
at four per cent compounded annually showi 
has been established. This basis yields | ton » 
lower reserves than those required of tua 
commercial companies, but they are the r 
high enough for practical purposes. | gent) 
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unt | Fraternal societies of sufficient size 
i. use a mortality table constructed 
from their own experience. Recently 


tem of a table described by Mr. Edward B. 
e hay Fackler in a paper read to the Fra- 
f ade temal Actuarial Association in Feb- 
’ 1926. 
A Legislation compelling actuarial sol- 
irang vency on the part of fraternal benefit 
urially societies by setting up legal minimum 
ay qj standards of valuation has met with 
it ip but varying success in this country. 
ts q |The so-called Mobile Bill, agreed upon 
A lip\in 1910 by a committee composed of 
ble y/state insurance commissioners and 
n ip representatives of the National Fra- 
, to ternal Congress and the Associated 
ssess.. Fraternities of America, was thought to 
n the be too severe when put in practice in a 
f thefewinstances. For it was substituted a 
ing bill drawn by a similar committee in 
‘and 1912, and known as the New York 
n of Conference Bill. This bill, with modi- 
und; fications and additions, has been 
xem. adopted as the fraternal insurance code 
o@ ofmany states. The code, as it exists 
lity, today in most states, allows a wide 
king latitude to the societies in the way of 
ain. |actuarial solvency. 
lity} The situation at the present time is 
ican that some of the societies are on an 
vith actuarially solvent basis as regards all 
ent | members, others place new members in 
nies the adequate-rate class, and still others 
qrjare in need of further readjustment. 
eld A valuable aid to the person who is 
yh considering the advisability of entering 
di. a particular fraternal benefit society 
rn, would consist in a frank and simple 
statement of the ratio of reserve funds 
it compared to those required 
m- | tomeet all of its claims. The Wiscon- 
st sin Insurance Reports contain tables 
lly showing the important results of valua- 
ds tion in that state including the ratio of 
of actual assets to required reserves, and 
re the ratio of assets (actual and contin- 
‘gent) to liabilities (actual and con- 


there has been considerable discussion 


tingent). A copy of the important 
tables appears in the August issue of 
Best’s Insurance News, published by the 
Alfred M. Best Company of New York. 


JUVENILE MEMBERSHIP 


Aside from the struggle toward 
actuarial solvency, and aside from 
legislative matters, the fraternal benefit 
societies have been interested during 
the past decade in several other prob- 
lems that have confronted them. In 
the first place, it was realized during 
this period that some measure should 
be taken to enable societies to accept 
children for membership, so that mem- 
bers need not have recourse to the so- 
called old-line or legal-reserve com- 
panies in order to insure all of the 
members of their families. Facilities 
for offering such protection have been 
provided by legislation in many states, 
and a number of societies have at- 
tempted to sell insurance on the lives of 
juveniles. Considerable success has 
attended their efforts, probably as 
much as $70,000,000 being now in force 
on approximately 300,000 lives. The 
mortality rate experienced thus far on 
juvenile risks has been very favorable. 
During a recent year the actual deaths 
were only forty-eight per cent of those 

, according to the Standard 
Industrial Table of Mortality, which is 
the table commonly used by commercial 
life companies for industrial insurance. 
The funds necessary for conducting 
the juvenile department of a society 
are segregated from its other funds. 

Originally it was provided that only 
children of members could be insured 
in a society’s juvenile department, but 
more recently the law has been amended 
in many states so that children of non- 


‘members as well as those of members 


may be insured. It is hoped by fra- 
ternalists that insurance on the lives of 
juveniles will result in training them to 
believe in, and to continue, this form of 
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protection upon attaining the required 
age for entering the adult class, and 
that parents who are not members of 
a society will be attracted to the fra- 
ternal plan. There seems to be little 
doubt but that juvenile insurance can 
be written by the fraternal societies in 
sparsely settled regions where the 
weekly house-to-house visitation of the 
industrial agent would be impracticable. 
In such regions, however, the head of 
the household is likely to receive his 
income at irregular intervals, such as 
at the marketing of important crops, 
and would therefore be more likely to 
purchase annual premium insurance 
than to make regular weekly or 
monthly payments of either industrial 
premiums or fraternal assessments. 

As pointed out by the writer in his 
Advanced Life Insurance, Chapter XX, 
fraternalists admit that the cost of 
mortality is not likely to differ much in 
one large group of well-selected lives 
from that in another and similar group. 
Some fraternalists maintain, however, 
that the economy of management re- 
sulting from the democratic form of 
government renders the overhead ex- 
penses of fraternal insurance less than 
that of commercial insurance; and that, 
as a result, the total cost to the fra- 
ternal certificate-holder is less than the 
cost to the old-line policyholder. 


OvERHEAD EXPENSES 


As regards overhead expenses, it may 
be stated that during a recent year the 
societies belonging to the National 
Fraternal Congress of America spent 
almost $18 for each $1000 of new 
insurance written. The lapses were so 
numerous, however, that the net cost 
of new business to the societies was 
probably twice as great as this. Thus 
in that year the societies paid out over 
$11,000,000 for new business, and yet 
ended the year with over 200,000 fewer 
members and more than $200,000,000 


less insurance than they had at iy! dues, & 
beginning. New business 
though preponderant, do not, of coung| gyerag 
constitute all of the expenses over ay) geties 


above mortality costs. line cc 
CoMMERCIAL Vs. FRATERNAL thirty- 
INSURANCE 


Taking up the question of cost totk| In + 
insured person, it is difficult to makew 
accurate comparison of fraternal jp. 
surance with commercial policies. Th 
current method of determining th 
average annual payment of the com! grease 
mercial policyholder is discussed quite) ¢jon h 
fully in the author’s book, Advaned| the eff 
Life Insurance, pp. 209-20. Loal| two ol 
dues and payments made by fraternal’ gttain 
certificate-holders for purposes other| readjt 
than insurance should be eliminated ty quate 
arrive at the fraternalist’s averag, was | 
annual payment. insure 

In a paper read before a recent meet-| It s 
ing of the National Fraternal Congres} frater 
of America, Dr. George W. Hoglan'| rate | 
states that he made a comparison of the) Wise 
yearly cost, without local lodge dues} ratio 
of ten representative fraternal societies} quire 
operating on an adequate-rate basis,| all s 
with the cost of ten representative old-, Read 
line companies. He selected age thirty,| vious 
and, though he did not state his method) Re 
of determining the costs, it seems prob} plan 
able that he used the usual methods, incre 
and chose non-participating premium) terna 
rates for policies without double in-: tives 
demnity or disability provisions. His| muct 
conclusions were that the fraternal of a 
societies’ average cost to those entering | In fo 
at age thirty was $20.81 per $1000 of of t] 
insurance per year; whereas the com- bring 
panies’ average cost to those entering . incre 
them at that age was only $18.29, @ effec 
$2.52 per $1000 per year less than the lost « 
cost with the socitties. He further just: 
pointed out that the lowest old-line rate _ busi 
was $3.62 lower than the average rate sam 
for the ten societies, without local lodge com 


? See Proceedings, 1923, pp. 393 et seq. char 


| 


dues, and that if these dues were in- 
| duded in the cost to members, the 
average cost of the ten fraternal so- 
deties would exceed the cost of this old- 
line company by $6.62, or by nearly 
thirty-eight per cent. 


Reason For INCREASED Cost 


toth| In view of the fact that, until very 
ukew! recent years, fraternal insurance has 
al in. heen looked upon as much cheaper than 
old-line or commercial insurance, these 

are indeed startling. The in- 
crease in the cost of this form of protec- 
tion has been brought about chiefly by 
the efforts of the societies to accomplish 
twoobjects. The first of these was the 
attainment of actuarial solvency by 
readjusting their business to an ade- 
quate-rate basis, and the second one 
was to resell the plan of fraternal 
insurance to the public. 

It should be understood that cheap 
fraternal insurance on an inadequate- 
rate basis still exists, the most recent 
Wisconsin report showing a grand total 
ratio per cent of actual assets to re- 
quired reserves of but 56.2 per cent for 
all societies operating in that state. 
Readjustment has been discussed pre- 
viously in this article. 

Reselling the fraternal insurance 
plan to the public has involved a large 
increase in the remuneration of fra- 
ternal deputies or special representa- 
tives who act as agents of a society in 
much the same manner as do the agents 
mal! of a commercial company act for it. 
mg, In former years, societies grew because 
)of of the efforts of members—old ones 
m- bringing in new ones. This method of 
img. increasing membership is no longer 
® effective since so many old members 
the Jost enthusiasm for the plan when read- 

justments were necessary, and new 
te business must now be secured in the 
te same manner as that of commercial 
ig@ companies. When faced with this 
change in conditions, the societies found 
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themselves without an organized sales 
force to do the work formerly done by 
members. So-called service com- 
panies have trained salesmen to help 
the societies, for a substantial commis- 
sion, to resell the plan, especially on 
readjustment. Sales forces have now 
been developed by the societies and 
by these companies to such an extent 
that considerable fraternal insurance 
can be, and is being, sold, but after it is 
sold a second difficulty presents itself. 
Most of the members pay in but a 
small fee on joining a society. They 
are then supposed to be held in the 
society by the local secretary or col- 
lector, who is often given little or noth- 
ing for his work. The result is that 
from one-third to one-half of the new 
business written lapses within a year. 
It is thus seen that fraternal insurance 
has commercialized its field work to the 
extent that the cost of securing new 
business at least equals, and indeed it 
often exceeds, the cost of obtaining new 
business for the commercial companies. 
Yet to date the societies have been un- 
able to obtain the same efficiency, 
economy, stability, and confidence that 
characterizes the business of the com- 
panies. In fact, the most progressive 
societies that are maintaining, or striv- 
ing successfully towards, actuarial sol- 
vency, are repeating, in large measure, 
the early experience of the companies. 


FRATERNAL BENEFITS 


Another phase in the recent develop- 
ment of this business has to do with the 
provisions of the fraternal benefit 
certificate. In addition to juvenile 
insurance, one may now purchase in- 
surance covering the whole of life, or 
only a term of it. Whole-life certif- 
icates may be purchased on either the 
level-premium or the step-rate-premium 
plan. In the case of whole-life insur- 
ance on the step-rate-premium plan, 
the premium becomes a level one after 
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attaining some specified age such as 
sixty or sixty-five. If the insured 
person wishes to do so he may pay 
an extra premium, over and above the 
step-rates, during the step-rate period, 
the accumulation of extra premiums 
being used to reduce the level premium 
that begins late in life below what it 
otherwise would be. One may also 
purchase endowments of different du- 
rations, or limited-payment life insur- 
ance. In fact the life benefits promised 
in fraternal benefit certificates are 
quite similar to those guaranteed by 
the contracts of commercial companies. 
It is also not uncommon to provide an 
accident and sickness benefit in fra- 
ternal certificates. 

It should be noted, however, that 
the fraternal benefit certificate is not a 
closed contract, but includes the by- 
laws of the society, and any amend- 
ments of them that may be made. 
Furthermore, the society is required by 
law to reserve the right to levy addition- 


_al or increased assessments, and if these 


are not paid, it may reduce the amount 
of insurance. A commercial company 
cannot increase the premium rate on 
policies that have been issued beyond 
the gross rate stipulated in the contract. 


In SUMMARY 


To summarize the principal occur- 
rences in the field of fraternal life in- 
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surance during the past decade, which 
covers the time elapsing since th 
publication of the last volume of Th, 
Annals of the American Academy ¢ 
Political and Social Science, devoted 
to insurance,’ we may state that the 
fraternal system has made substantia) 
progress toward placing its busines 
upon sound and enduring plans. As. 
sets have increased and a higher per. 
centage of solvency than that prevail. 
ing a decade ago has been attained, 
As a whole, the societies have steadily 
advanced towards an adequate-rate 


basis. They have adopted more bug. | 


nesslike methods and plans for con. 
ducting most of their activities than 
those previously employed. In the 
matter of selling their insurance and 
keeping it in force, they have not yet 


succeeded in perfecting an organiz- | 


tion that functions efficiently. The 
cost of securing new business has 
greatly increased until it now seems 
very high compared to former costs, 
In fact, this increase has been so great 
that we have numerous instances in 
which sound fraternal insurance costs 
the insured person more than does 
the sound commercial insurance is- 
sued by old-line or legal-reserve com- 


panies. 


3 See The Annals for March, 1917, on “ Modern 
Insurance Problems.” 
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OME years ago it was realized by 
executives of the leading stock fire 
insurance companies of the country 
that, although the business profited 
because fire is an ever-present possibil- 
| ity in all walks of life, the incineration 
of material wealth was reaching pro- 
portions which threatened economic 
disaster. As a consequence they auth- 
orzed The National Board of Fire 
Underwriters, which today represents 
‘two hundred and ten stock fire insur- 
ance corporations, and is supported by 
them, to formulate a campaign along 
engineering and educational lines that 
would result in safeguarding life and 
property to the fullest extent possible. 
Such a program was at once under- 
taken and it has developed steadily in 
scope and intensity with the years. 
This campaign has not been based 
upon narrow self-interest but upon a 
recognition of the following principles: 
(1) That every person and every 
organization owes more to the common 
welfare than mere industry and obedi- 
+ ence to the law; and (2), that those 
whose commercial activities result from 
the existence of any given condition, the 
effects of which are detrimental, cannot 
avoid the responsibility of seeking to 
limit its public menace. 
This viewpoint developed after the 
‘ National Board was organized in 1866 
to save the business of fire underwriting 
from disruption due to the demoraliza- 
tion which followed the Civil War. 
At first it had undertaken to be the 
controlling factor in fixing both rates 
and commissions and thus started 


The Fire Prevention Work of Stock Fire Insurance 
Companies 


By H. A. Samira 


President, National Fire Insurance Company of Hartford, and Chairman, Advisory 
Insurance Committee of the Chamber of Commerce of the United States 


out to be a fire insurance trust; it was, 
in essence, the first great American 
trust, antedating by some twenty years 
the much-discussed period of combina- 
tion in industry and finance. Early 
efforts were disastrous, however, and, 
in 1876, it was definitely decided to 
abandon the attempt to determine 
rates. About ten years later, all super- 
vision over agents’ commissions was 
relinquished. 


SERVING THE PuBLIC 


Thus the Board made its exit from 
the field of jurisdiction over such 
technical insurance matters, and since 
then has grown steadily as an institu- 
tion of a purely service character, its 
work benefiting the public as well as the 
companies composing its membership. 

The operations of the organization 
are under the supervision of an Execu- 
tive Committee, of which the president 
is an ex-officio member, and to this 
body the following sub-committees 
report: Actuarial Burean, Adjust- 
ments, Clauses and Forms, Construc- 
tion of Buildings, Finance, Fire Pre- 
vention and Engineering Standards, 
Incendiarism and Arson, Laws, Mem- 
bership, Public Relations, Statistics 
and Origin of Fires, and Uniform 
Accounting. The working force con- 
sists of a General Manager and office 
staff, and the special staffs of the fol- 
lowing six committees: Actuarial Bu- 
reau, Construction of Buildings, Fire 
Prevention and Engineering Standards, 
Incendiarism and Arson, Laws, and 
Public Relations. With the exception 
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of the Laws Committee, all of these 
departments are actively promoting 
fire prevention and fire protection. 
Operations are nation-wide; headquar- 
ters are in New York, but branch 
offices at Chicago and San Francisco 
supply territorial engineering, arson 
investigating and legal service. 


CENTRALIZING Fire Loss 
ReEcorps 


The Actuarial Bureau is the center of 
fire loss statistics for the United States, 
and as far as is known has no counter- 
part in this country or elsewhere. It 
has a membership which includes 
“outside” companies as well as Board 
members and from all receives adjusters’ 
loss reports which give the values 
destroyed, insurance payments, struc- 
tural data and other information. For 
the past few years it has collected about 
one million reports annually, and since 
its inception has received approximately 
nine millions of these documents, which 
have had to be examined, classified and 
tabulated by causes and construction. 
On a large loss there are always a 
number of companies involved and 
from each must be obtained data neces- 
sary to complete the record. The 
reports are boiled down eventually to 
actual claims on the various risks 
involved and there are nowadays about 
four hundred thousand such claims 
each year. 

The Bureau also operates a Loss 
Information Service which supplies 
confidential reports to members con- 
cerning persons who have acquired 
what might be called the “fire habit,” 
such data being obviously of a preven- 
tive nature. 

An instance illustrating how this 
service functions relates to an actress 
who toured the Pacific Coast cities a 
few years ago leaving a trail of fire in 
her wake. Almost every time she 


stopped at a hotel long enough to 


unpack her wardrobe, a fire would oog, 
and seriously damage her persoy 
belongings. She would immedj 
file a claim alleging that she hy 2% 
accidentally dropped a cigarette in he| 
trunk, or had ignited gasoline whi floors, } 
cleaning her clothes, or in some othe) 
way had fortuitously started a blag | 
The evidence was always circumsta, shingle 
tial but corroboration was supplied by} 
the woman’s mother, or her friends, y| ""* 
that it was difficult to shape up a wate. 
tight case for a jury. The adjustes 
who handled her claims, howeye, | 
embodied their well-founded suspicion Comm: 
in their reports and these statements Engine 
converged in the files of the Loss h. outcom 
formation Service, where their signif. which 
cance at once became apparent. 
Thwarting criminal endeavor of this 
nature is clearly in the interests of the! 98 © 
public as well as of the insurers, sing 
the person who “burns for profit” 
necessarily adds to the cost of idemnity 
which must be paid by honest policy. 
holders. Besides this, the defrauding lanites 
policyholder also endangers, and fre 
quently damages, the possessions of the ape 
upright. 
The Board’s Committee on Construe- 
tion of Buildings has been termed a 
clearing house for information upon 
fire-resistive construction and similar ot Ty 
technical subjects, but it is more than| ~ .. 
that; it has acted as a source of inspire 6 
tion and assistance in bettering struc v4 
tural methods in all classes of building 
and in all parts of the country; it 
co-operates with municipalities every- mitte 
where in formulating building codes' it. 
and, by request, has submitted, gratis, “| 
practical criticisms of hundreds of suc | (8 
laws. 
The first edition of its Building Code | ae 
was published about twenty-one years facto 
ago, and the work has since become 
recognized as the standard of fire safe" 
construction, which means, also, con Ph 
struction that is slow to deteriorate. Ey 


| 
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 ocey It has also circulated widely a booklet _ tion of the war period, the Committee 
TSOnd dealing with inexpensive methods for has been engaged in making engineering 
iat inereasing the fire safety of dwelling surveys of American cities, and investi- ! 
al houses by means of fire stops between gating numerous technical factors in : 
whip! Proper chimney construction and fire prevention and protection, and 
othe 2: This Committee has, in addi- perfecting ordinances covering hazard- ; 
blag | tons organized the attack onthe wooden _ ous industries. It is reasonable to say ; 
shingle roof, which has been responsible _ that its careful and constructive inquiry \ 
ai for the spread of numerous conflagra- _ into the various phases of the conflagra- q 
ne tions. tion hazard has been at the root of 
° a large part of the improvement in 
rates SAFEGUARDING CITIES municipal conditions as regards physical 
wg The work at present carried on by the protective factors, fire department 
"8! Committee on Fire Prevention and equipment and operation, water supply 
= Engineering Standards is the direct and other items which affect the fire 
Jp.| Outcome of the Baltimore conflagration situation. 
rif. which occurred in 1904. On that The Committee’s engineers usually 
gecasion it was forcibly brought home _ operate in field parties of four consisting 
this | insurance engineers that the increas- _ of an investigator trained in water works 
F th | ing congestion of values in the larger practice, another to report on the fire i 
singe | cities represented a menace both to the department, fire alarm system and other 
oft” | Public and to the business of fire under- fire department auxiliaries, a structural 
ity writing. man who checks up physical conditions gE 
ley. The crowding of population into the in the mercantile and manufacturing q 
ding limited areas in itself creates a fire districts, and a general assistant. i 
Pi hazard, as was then recognized, and These field corps visit cities by invita- 
the | Steps were taken to bring about an ex- tion only and carry on their activities 
pert study of the situation, with a view without charge to the municipalities. 
rue.’ '° formulating systematic measures In the case of cities of one hundred ; 
re for fire protection and fire prevention. thousand population an _ inspection i 
nen | Following the Baltimore conflagration requires about four weeks, but in the { 
a the Board appointed a Committee larger centers the stay of the engineers 
han| & Twenty for the purpose of investi- may continue for several months. 
inq.| Sting the conditions mentioned so as The water supply, being of primary 
nye., (0 determine what remedial measures importance, is studied with respect to 
ngs should be instituted in Baltimore, but its source, reservoirs, pressure, size and 
. | thefundamental importanceofthework arrangement of mains, spacing of ' 
7. soon became so obvious that the Com- hydrants and other essential matters. ; 
des| mittee was made permanent. Fire department engines are taken out 


It is worth noting that in 1905 the and carefully tested. The fire alarm 
engineering experts comprising the system is also tested and studied, wind 

+ Committee predicted, following their velocities are ascertained and all other ; 
ye Mspection of San Francisco, that the factors contributing to the conflagra- 


a Construction of the city and other tion hazard are investigated in detail. 


me {actors were so unfavorable that a At the close of this thorough-going | 
sweeping fire was an ever-present survey, which is in the nature of a fire 

m- Possibility. What followed in April hazard diagnosis, the engineers prepare 
te. of the next year is a matter of history. an exhaustive report accompanied by r 
Ever since that time, with the excep- mapsand diagramsas well as suggestions . 
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for correcting every defect that has been 
noted. For this reason the reports are 
not simply critical but are also con- 
structive. 

Thus far about three hundred and 
seventy-five cities have been reported 
upon in detail (many several times) and 
furnished with valuable, expert surveys 
at the Board’s expense. As indicative 
of the benefits accruing from these in- 
spections there may be cited the case of 
Jackson, Michigan, where it was found 
that on one side of the main street the 
water supply was copious while on the 
other it was deficient. Inspection dis- 
closed the fact that the low pressure on 
the one side was due to the gate valves 
being threaded differently from the 
others. The city water department had 
no record of this condition and for 
years the valves had been closed when 
they were thought to be open. The 
discovery of the true situation resulted 
in an ample supply of water from all the 
hydrants in that section. 


STUDIES 


The study of water supply, fire 
department operations, structural con- 
ditions and so forth, naturally resulted 
in the formulation of a “Standard 
Schedule for Grading Cities and Towns 
with Reference to Their Fire Defenses 
and Physical Conditions.” The first 
step in the preparation of this schedule 
was the establishment of standards cov- 
ering the items of leading importance. 
The classification of any given city is 
determined by the application of points 
of deficiency based upon the extent 
of variance from the standards, which 
were formulated after conditions in 
some five hundred cities had been 
minutely studied. The maximum num- 
ber of deficiency marks amounts to five 
thousand jand cities and towns are 
classified .in grades running from 
one to ten, according to their standing. 
The application of this schedule has 


been highly beneficial in bringing aboy 
improved conditions. 

It has been noted in this connectiq 
that some cities have a tendency 
develop water supply while neglecting 
their fire departments, or vice very 
Such deviations are disclosed by th 
schedule, since it has standardized th. 
relative importance of the varioy 
factors, and if one gear in the fire 
ing machine lags behind the others, 
deficiency charge is made until it j 
brought up to the average. 

Another activity carried on by this! 
committee is the standardization of hy. 
drants and hose threads, a task which 
has made steady progress during recent 
years. The dangers of nonstandard. 
ization have been demonstrated upo 
many occasions, notably during the 
great Baltimore conflagration when ; 
many of the fire engines sent from other 
cities to assist in extinguishing the 
fire were unable to connect with the 
Baltimore hydrants. 

Under this Committee’s supervision 
come, too, the salvage corps operated 
in a number of the larger cities, ther 
protective work benefiting the insured 
and uninsured alike. 

One of the earliest activities which 
the Board proposed to carry out at the 
time of its organization was the suppres 
sion of incendiarism and arson, anda 
fund of $100,000 was established by the 
member companies, so that the Boar 
might offer rewards for the conviction 
of incendiaries. This plan remained in 
force until 1916 when a radical change | 
was decided upon. Although the re 
ward system had brought more than 
four hundred criminals to justice and , 
doubtless acted as a deterrent in thov- 
sands of other cases, it was felt that the 
suppression of this despicable form of 
crime demanded more aggressive meas 
ures. Accordingly the work of the 
Committee was broadened Jso,'as to 
provide for a staff of investigators who 


‘ 


have 
i 
er 
4 
‘| 

| | 


FS FER RS 


~ 


seb 


Fire PREVENTION Work oF Srock Fire INsuRANCE COMPANIES 


have since been waging a continuous 
war upon the “firebug” in all parts of 
the country. The Committee has 
educated police officials and district 
attorneys in different communities in 
the proper conduct of arson cases, 
thereby increasing the number of 
convictions, and has also worked for the 
unification of arson laws in the different 
states. 

The numerous and diverging laws 
in the various states that pertain to 
fire underwriting, result in the need for 
constant legal advice and the Board’s 
Committee on Laws looks after this 
phase of company operation. It studies 
important matters of legislation which 
otherwise would have to be cared for 
by each company separately. It also 
keeps track of court decisions, taxation 


_ and other matters of a legal nature. 


The Board’s Committee on Public 
Relations was organized in 1916, largely 
to supplement the technical work of the 
other committees by means of educa- 
tional activities in furtherance of fire 
prevention, fire protection and _ fire 
insurance. It interprets to the public 
the technical work of the various other 
committees in terms understandable by 
the layman and thus promotes their 
aims and the public relations of the 
business by an extensive use of printers’ 
ink and other media at its disposal. 
The Committee publishes a monthly 
bulletin entitled “Safeguarding America 
Against Fire,” as well as numerous 
booklets and circulars and a manuai of 
fire prevention instruction for the 
schools of the United States. It also 
circulates educational motion pictures 
and supplies articles to publications of 
various kinds, including daily news- 

rs. 

It should be mentioned, as a matter 
of record, that the Board during the 
Great War rendered an invaluable 
service to the government by donating 
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the services of its engineers in the 
planning, erection and protection of 
cantonments, shipyards, hospital and 
supply bases and numerous other 
physical cogs of the war machine. It 
also organized an inspection service 
that resulted in the safeguarding of 
millions of bushels of wheat and other 
foodstuffs which were sorely needed at 
that time. 

The Board, in addition, maintains the 
Underwriters’ Laboratories, a unique 
scientific institution conducted for the 
purpose of laboratory tests upon articles, 
supplies and processes directly associ- 
ated with fire hazard, fire prevention or 
fire fighting, all of which have a vital 
bearing upon public safety. In recent 
years it has also been testing devices for 
the prevention of accident and theft. 
It is operated for service and not for 
profit, the experiments being conducted 
at cost, and its thoroughness and integ- 
rity have made its labels as meaningful 
in its field as the mark of “Sterling” 
upon a piece of silverware. 

The foregoing simply scratches the 
surface of the story of the service 
rendered by the stock fire insurance cor- 
porations through the National Board 
of Fire Underwriters, and, supplement- 
ing its activities, many of the com- 
panies maintain engineering staffs for 
the correction of hazards in the risks in 
which they are interested, the intent of 
such activity being the reduction of 
rates. 

Clearly, fire prevention and fire 
insurance are closely allied, both be- 
cause the underwriters are the prime 
movers in the national campaign of loss 
curtailment, and because the lessening 
of fire waste means the lowering of rates. 
In safeguarding industry and employ- 
ment, fire prevention becomes a great 
force for the common welfare. Thus 
fire prevention assists the public’s 
pocketbook besides enhancing its safety. 


Use and Occupancy Insurance 


By O. Ross 
Manager, New York Fire Insurance Exchange 


Vy is called in the United 
States Use and Occupancy In- 
surance and is elsewhere in the world 
variously known as Profits Insurance, 
Consequential Damage Insurance, and 
Business Interruption Indemnity, is 
only about as old as the century, 
though the very first experiments in 
these directions date back thirty or 
forty years earlier. Of late there have 
appeared many tracts and pamphlets, 
articles and contributions in periodicals, 
experiments in policy forms and rules, 
and solutions of typical problems deal- 
ing with or involving this subject, or 
some of its branches. A_ bulletin 
issued in April, 1925, by the Insurance 
Society of New York listed nearly 
sixty titles dealing with the topic, and 
I judge that this is a mere selection 
from the whole body of the material 
in the society’s files. Many of these 
articles are repetitions of each other, 
prepared for purely local reading or 
printing, and never intended for gen- 
eral publication. The program of an 
insurance society or association or the 
table of contents of an insurance jour- 
nal in Liverpool, or New York, or 
Sydney, N. S. W., will almost always 
be found to have something on this 
subject. And until the time comes for 
the appearance of a standard treatise 
on Use and Occupancy, the searcher 
for information concerning it will find 
his task a tedious and confusing one. 
And that time is not yet. For the 
subject itself is beiag standardized 
but slowly, either in theory or in 
practice. At present much of the 
best work in this field is being done by 
adjusters and others examining into 


the detailed features presented by 
typical Use and Occupancy losses, ang 
endeavoring to secure such improye 
ments of policy form and interpretation 
as will promote equity by extending the 
scope and flexibility of this form of 
coverage. This feeling-out of the sub 


ject must precede any effective phi. | ; 


losophizing about it. 


ImporRTANT ExcLusions 


Meantime, it will be worth while tp 
examine the general outlines, the pres. 
ent development, and the apparent 
tendencies of this branch of insurance, 
And it will be necessary to begin with 
at least two important exclusions, 
In the first place, it is manifest that 
losses from interruption of business, 
as distinct from the destruction or 
damage of physical property, or the 
loss or injury of life or limb, may occur 
from many other causes than fir, 
some similar and others wholly dis- 
similar to that cause; and as is natural, 
such losses are being increasingly 
studied and provided for by various 
groups of underwriters, quite outside 
the fire insurance field. Explosion, 
earthquake, windstorm, hail, sprinkler 
leakage, collision, burglary, and the 


these 


like, not to mention epidemics and 


miscellaneous catastrophies, may all | 


entail consequential losses of the 
same general class as interruption of 
business, in addition to the direct 
physical and material damage they 
cause. But in this paper I am confin- 
ing the use of the term Use and Occu- 


pancy Insurance tothe coverage against 


interruption loss caused wholly by 
fire. 
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And in the second place, there are 
other kinds of insurance against 

ss by fire that deal with losses as 
truly indirect or consequential or 
eatingent—as truly non-physical, in 
other words—as what is commonly 
called a Use and Occupancy loss. 
Some of these differ widely from Use 
and Occupancy, while some are dis- 
tinguished from it with difficulty, or 
merge insensibly into it, or have some 
features in common with it. Among 
these are Rents, Leasehold Interest, 
Improvements and Betterments, Prof- 
its, Excess Replacement Cost (due to 
municipal ordinances, etc.), Interrup- 
tion of Refrigerating or Heating Ser- 
vice, and Garment Workers’ Conse- 
quential Damage (depreciation caused 
by loss of some parts of the suits of a 
sock of clothing to the remaining value 
of the other parts, not affected by fire). 
Some of these, either by their names 
or from long and familiar usage among 
underwriters and the insuring public, 
are not likely to be confused with Use 
and Occupancy. Two or three may 
require to be “distinguished,” as the 
courts would say. For instance, Rents 
and Rental Value are primarily the 
income from letting a property to be 
oceupied by others, not the value to 
the owner for his own use. Leasehold 
Interest is the specific value of a build- 
ing, either to occupy or sublet, over 
the reserved or stipulated rental pay- 
able to the owner—or, in other words, 
the profits on a lease. Profits In- 
surance, in a strict sense, is limited to 
ll the specific profit expected (and rea- 
e | samaly computable) on actual mer- 
f | chandise involved in a loss, and does 
t | notinclude the expected but indefinite 
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y | profit from the future operation of a 


- | going business. The other four kinds 
- of cover here listed take care of various 
+ kinds of loss to actual and material 
| property which, though consequential 

i one or another sense, do not have 
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to do with duration of unoccupancy or 
untenantability. 

From this brief summary it will 
appear that either Use and Occupancy 
or Business Interruption Indemnity 
is a better term for the contract under 
consideration than Consequential Loss 
or Profits Insurance, since, of the 
latter terms, the first is much too gen- 
eral and the second is at once too 
narrow, as seeming to leave out fixed 
charges, and at the same time too 
general, as including profits on de- 
stroyed finished merchandise, which 
are a proper subject for what is specif- 
ically called Profits Insurance. Per- 
sonally, I think Business Interruption 
Indemnity the best of the terms in use, 
though not strictly expressive. 

Having thus excluded all causes 
except fire, and all kinds of conse- 
quential or indirect loss, even by fire, 
except those due to interruption of the 
activities of a going concern, it will be 
in order to consider, necessarily with 
great brevity, 

(1) the elements or component parts 
of the Use and Occupancy 
coverage; 

(2) the restrictions and limitations 
under which it may be granted; 

(3) the method of computing the 
rate for such a contract; and 

(4) the apparent tendencies of this 
branch of the insurance business. 


(1) In general, the elements of a 
Use and Occupancy loss are, (a) the 
net profits on the business prevented 
by the fire, (b) the fixed charges and 
expenses that the insured must con- 
tinue, or that a prudent man so situated 
would continue, during a total or 
partial suspension, and (c) what the 
English call “‘increased cost of work- 
ing” but what in American forms is 
more narrowly described as “‘expenses 
incurred for the purpose of reducing the 
loss.”’ 


| 
| 
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REsTRICTIONS AND LimITATIONS 

(2) It is easy enough to understand, 
and to approve, the inclusion of these 
three component factors in the cover- 
age of such a policy. But to get a 
“‘close-up”’ of the contract takes a 
little effort. For instance, some au- 
thorities allow, and some forbid, the 
omission of any one of these three 
subjects of insurance, and some even 
allowthe policy to be limited to a named 
few of the fixed or standing charges 
and for a named limit of either timeor 
amount. Again, it is customary to 
limit this fixed charge item by the 
words “to the extent only that such 
fixed charges and expenses would have 
been earned had no fire occurred”; 
and “the increased cost of working,” 
or “expense incurred for the purpose 
of reducing the loss”’ by the words, 
“for not exceeding such time as shall 
be required, with the exercise of due 
diligence and despatch, to rebuild, 
repair or replace,” etc. And the whole 
coverage, in the more ordinary non- 
coinsurance and per diem form of 
policy, is limited to the actual loss 
sustained, not exceeding 1/300 (or 
1/365) of the policy amount, “due 
consideration being given to the experi- 
ence of the business before the fire and 
the probable experience thereafter.” 
No period during which this previous 
experience is to be collated is specified, 
nor is the continuance of the period of 
indemnification fixed, except by the 
fact that it would take a year to ex- 
haust the insurance at the named per 
diem; and if a longer period of con- 
tinued payment is desired it can be had 
by increasing the insurance and reduc- 
ing the per diem fraction. This frac- 
tion, however, cannot be increased 
and thus a shorter period of total 
suspension liability than one year set 
up. The per diem liability in case 
of partial suspension is pro-rata of 


‘the insured, or perhaps more unfair 


what it would be in case of total sy) “value 


pension. An additional premiym y sum P 
charged for extending the term 4 the Pp 
liability for interruption to cover q) terrup 
need of replacing raw stock and» ing a5 
stock in process beyond the time »| and @ 
quired for replacing building and my) day o 
chinery; but of course there js M 


liability for property loss on stock 
any kind. 
But there is another kind or 


there is great diversity of view ay 
practice. That has to do with th 
feature variously covered by pro-ray 
coinsurance or average, and valuatj 
clauses respectively. The form I hay 
just summarized or culled from is 
so-called per diem form, under whid 
the liability for loss from interruptim 
is limited to 1/300 or 1/365 of th) avera 
amount of the policy, for each day | spond 
such interruption. A modification qj the ¢ 
this form substitutes a weekly for | being 
per diem rate of pay, at 1/52 of the a gre 
policy amount for each week of j-| form. 
terruption; and this gives a litt] cals 
better indemnity to the insured, be| that 
cause it adjusts itself better to case; conte 
where considerable day-to-day, but «| and 
less considerable week-to-week, varia- diffic 
tion in the output or turnover js; andi 
characteristic. In neither of these is 
any coinsurance or average featur 
present. But there is also a coin 
surance form that leaves out the pe| (4) 
diem or weekly measure of indemnity} of in 
and makes the company liable for) met 
such portion of any interruption los) (@ 
as its policy amount constitutes of the| and 
value of the annual use and occupancy. | othe 
This is usually still more favorable to; grow 
sura 
incre 
(b 


to the company, because a fire coming 
at a time of “peak” business may | 
exhaust a large proportion of the policy 48 1s 
in a comparatively brief interruption. dire 
And finally, there is the straight Cla 
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of limitation that is extremely jg| involv 
; portant, and as to the use of whia| None 
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tal a! “valued” form which pays a named 
‘ium j sum per day (not a named fraction of 
the policy) for each day of total in- 
terruption, without requiring any show- 
ing as to the amount of the actual loss, 
and a pro-rata of that sum for each 


day of partial interruption. 


Metuop or ComputinG Rates 


() As to rating for Use and Oc- 
cupancy insurance, that is a subject 
ly in| involved in confusion, if not in chaos. 
whid| None of the English authorities that 
w ay| I have seen throw any light on the 
English practice, and in this country 
the less light thrown upon it the better. 
In general, the rate for the per diem 
non-coinsurance form for mercantile 
or non-manufacturing risks is based on 
a percentage of the eighty per cent 
coinsurance building rate, or of the 
average between that and the corre- 
sponding contents rate, according to 
the cover of the policy; an increase 
being charged for the weekly form and 
a greater increase for the coinsurance 
fom. For manufacturing risks a spe- 
cial schedule has been evolved, though 
that also is based on building and or 
contents fire rates, with special charges 
and allowances for greater or less 
dificulty of replacement of domestic 
and imported machinery, etc. 


APPARENT TENDENCIES In Use & 
OccupaNcy INSURANCE 


(4) As to the tendencies in this field 
of insurance, the following appear to 
me to be visible: 

(a) The demand for this insurance, 
and for its clearer demarcation from 
other forms of cover, will steadily 
grow and its importance in the in- 
surance and the commercial world will 
increase 
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ay _(b) The effort to standardize forms, 
icy asis being done in the East under the 
m. direction of the Uniform Rules and 
ht Clauses Committee of the so-called 
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Eastern Union, and in the West by 
the Western Actuarial Bureau, seems 
to me likely to break down. Already 
there are eight approved or standard- 
ized forms and two or more riders for 
each duly promulgated, with the valued 
policy in several forms apparently yet 
to come. The eight forms at present 
outstanding are entitled as follows: 


Per Diem Form No. 1, for Manufacturing 
Plants in Steady Operation. 

Per Diem Form No. 2, for Mercantile 
or Non-Manufacturing Risks in Steady 
Operation. 

Weekiy Form No. 8, for Mercantile or 
Non-Manufacturing Risks in Steady Opera- 
tion. 
Per Diem Form No. 4, for Manufacturing 
Plants Having Seasonal Operations or 
Fluctuating Earnings. 

Per Diem Form No. 5, for Mercantile 
or Non-Manufacturing Risks Having Sea- 
sonal Operations or Fluctuating Earnings. 

Weekly Form No. 6, for Mercantile or 
Non-Manufacturing Risks Having Sea- 
sonal Operations or Fluctuating Earnings. 

Coinsurance Form No. 7, for Manufac- 
turing Plants; Steady or Seasonal Opera- 
tions, or Fluctuating Earnings. 

Coinsurance Form No. 8, for Mercantile 
or Non-Manufacturing Risks, Steady or 
Seasonal Operation, or Fluctuating Earn- 
ings. 


In addition, there are rider forms to 
cover stock in process, attachable to 
Forms Nos. 1 and 4, and special forms 
for Use and Occupancy policies cover- 
ing lightning and electrical exemption 
clause, etc. And still the demand that 
each important risk be allowed to have 
its own policy form drawn to fit its 
own needs and circumstances is steadily 
growing. Practically, that is and has 
long been done in England. The 
popular demand for its introduction 
in this country will meet with strong 
resistance because of the need under 
the laws of most of the states to make 
like rates for like risks and covers, and 
of the difficulty of varying the Use 
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and Occupancy rates of all imaginable 
varieties and limitations of cover. It 
may be that a common rate or method 
of rating can be established for all 
risks of the same general class of Use 
and Occupancy cover, regardless of 
minor differences. At any rate, I am 
inclined to think the standard Use and 
Occupancy forms must go, or be re- 
duced to a limited use, or very gen- 
erally modified, as need may be. 

I hope and believe the good sense 
of underwriters, property owners, and 
state insurance department officials 
and legislators will drive out of use 
entirely the valued form of Use and 
Occupancy policy. It is theoretically 
unsound, violative of the great principle 
of strict indemnity, and productive 
of moral hazard. To be sure, it is 
easy to interpret, but that is its sole 
merit and that merit does not offset 
its general viciousness. Only the New 
England Mutuals use it extensively 
and with fairly satisfactory results, 
but the character of their membership 
is such as to reduce moral hazard 
features to a minimum, and this is a 
condition not to be duplicated in 
general business. The English un- 
derwriters, barring those inveterate 
gamblers, the Lloyds, have of late 
years tended more and more to aban- 
don the use of all manner of valued 
policies. 

UNsUITABILITY OF THE STANDARD 

Fre Pouicy 


One rather fundamental difficulty 
about the Use and Occupancy problem 
in this country must be stated here. 
There is a very grave doubt whether 
the type of Standard Fire Policy, of 
which that prescribed by law in New 
York State is the best known, can be 
used as a basis for the insurance of Use 
and Occupancy at all. A former 
Superintendent of Insurance of the 
State of New York, the late Honorable 
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William T. Emmett, stated that he wa 
convinced that the Standard Fi, 
Policy was not intended and could ng 
legally be used for any of the typicg 
forms of policy dealing with contingey, 
or consequential losses, rather tha 
direct property damages; as, for jp. 
stance, Use and Occupancy, rents 
profits, leasehold interest, ete. 
practice, this opinion has never bee 
followed or relied upon, but a good deal 
may be said initsfavor. For example, 
to limit our inquiry to Use and Ocgy. 
pancy, it is to be noted that the Stand. 
ard Fire Policy in good set terms seems | 
to forbid the payment of the kind of 
loss which is the exclusive concern of 
Use and Occupancy Insurance. The 
Policy says that the (named company) 
“does insure” (the name of the in- 
sured) “against all direct loss and 
by fire ... (for the named 

term) to the following described prop- 
erty located,” etc.; “‘to the extent of 
the actual cash value .. . of the 
property at the time of loss or damage, 
. without compensation for loss 
resulting from interruption of business 
or manufacture.” That would seem 
to exclude altogether the possibility of 
covering Use and Occupancy on such 
a statutory form of contract. 
The practical conclusion reached, 
however, has been that this restriction 
merely forbids. the inclusion in the 
computation of a direct property loss 
of any interruption loss as a part 
thereof, but without meaning to pro- 
hibit, and without effectually prohibit- 
ing, in fact, the specific assumption of 
loss from interruption as a major sub- 
ject of insurance; so that it has been — 
deemed safe to attach to the Standard 
Fire Policy blank special policy forms 
or a series of riders expressly devised 
for the assumption of Use and Oc- 
cupancy liability, and to a considerable 
extent superseding the general pro- 
visions of the Standard Policy, intended 
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for property insurance, with others 
more specifically applicable to insurance 
inst interruption of business. 

It is probable that there should also 
have been introduced a provision for 
the payment of Use and Occupancy 
josses by instalments where the extent 
of interruption may be identified by 
the insured’s records, and perhaps also 
that a more particular method of 
handling appraisals or arbitrations and 
one more suitable to the nature of the 
loss, should likewise have been in- 
serted. The English custom appears 
to be to issue business interruption 
policies on a form that is not in any 
respect a regular fire policy, and to 
make the adjustment depend almost 
exclusively upon the adjustment re- 
ports of chartered accountants who are 
called upon to examine the insured’s 
records from time to time after the fire 
and until the full restoration of the 
regular volume of business has been 


attained, with a further provision that 
upon the successive reports of these 
accountants instalment payments of 
the loss will be made. Undoubtedly, 
it is a more clean-cut and satisfactory 
way of treating this kind of contract, 
but the difficulties in the way of having 
a considerable number of different 
standard forms of policy prepared for 
use in the different kinds of Conse- 
quential, Contingent, or Indirect Loss 
Insurance, have operated to prevent 
the adoption of the English model and 
practice in this country. Perhaps, 
however, it may be said that we are 
more English than the English in 
applying to this case the good old 
English practice of getting along with 
an old and unsuitable form of language 
rather than embark on the hazardous 
search for a new form which, though 
theoretically better, may develop un- 
expected practical disadvantages of 


its own. 
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The Regulation of Fire Insurance Rates 


By Resert Riecet, Pa.D. 
Professor of Insurance, Wharton School of Finance and Commerce, University of Pennsylvania 


I. Review or Fire Insurance Rate 
LEGISLATION 


N an article published in 1917! the 
author traced the development of 
state legislation for the regulation of 
fire insurance rates and made a survey 
of the existing laws. The chief pur- 
pose of this article was to describe the 
economic services rendered by fire 
underwriters’ associations which are 
largely instrumental in ratemaking and 
to show the total lack of any com- 
prehensive theory for the regulation 
of this large and specialized business. 
The history of judicial decisions demon- 
strated that the common law was inad- 
equate as a method of regulation * and 
that anti-trust statutes, which were 
and are plentiful, had in numerous 
cases been held inapplicable to fire 
insurance.* A number of states, how- 
ever, then had and still retain on the 
statute books “anti-compact” laws, 
which specifically forbade insurance 
companies from (to use a common 
phraseology) “forming any combina- 
tion or agreement for the purpose of 
regulating or fixing the price or pre- 
mium to be paid for insuring property 
1“ Rate-making Organizations in Fire Insur- 
ance,” The Annals of the American Academy of 
Political and Social Science, Vol. LX X, March, 
1917. 

? For references see the article in question and 
also Robert Riegel, “Fire Underwriters’ Associ- 
ations in the United States,” Chronicle Co., 
N. Y., 1915, pp. 53-55. 

3 Because the anti-trust law ordinarily is appli- 
cable to “trade,” “commerce,” “dealings in com- 
modities,” etc., and insurance was held not to 
be included within the scope of such expressions. 
For citations of these cases see “Fire Under- 
writers’ Associations in the United States,” pp. 
55-56. 
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against loss or damage by fire.” Any 
doubt as to the efficacy of such laws 
was speedily resolved by decisions 
affirming the states’ right to exercise 
this power. 

It was evident in 1917 from the eco. 
nomic history of combination in the 
railroad and industrial fields that laws 
of the above types were inadequate in 
conception and effect and that, further. 
more, they were illogical in principle 
when applied to the insurance business, 
the very essence of which is co-opera- 
tion and not competition in prices. An 
effort was made to exhibit the contra- 
dictions and absurdities which were 
created by legislation often destined 
to lie unenforced on the statute books 
but sometimes brought forward in 
acrimonious disputes which merely 
served to temporarily deprive citizens 
of insurance protection. 

There was gradually evolving at 
that time, however, a type of law which 
recognized or even specifically author- 
ized co-operative effort in the making 
of rates, and it appeared questionable 
whether this or actual price fixing by 
the state itself would be the policy gen- 
erally adopted. In Texas in 1910 a 
law had been passed which gave the 
state Insurance Commission power to 
fix, determine and promulgate the rates 
of premium to be charged and collected 
and to prescribe uniform policies and 
forms to be used.‘ Between then and 
1917 there arose considerable agitation 
for similar laws in other states and it 
remained to be seen whether the exam- 
ple set in Texas would be followed else- 
where. After the lapse of ten years it 

* Statutes of Texas, 1920, Secs. 4876-4904. 
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is possible to answer this question and 
arecent abstract of state laws® enables 
a comparison between the status of 
islation in 1917 and at the present 


date 


[I]. OuTLINE or Existine LeGiIsLaTION 


The following table shows approxi- 
mately the legislative situation of the 
present and the past, with respect to 
fire insurance rating. The table pre- 
pared in 1917 for the article referred to 
has been brought down to 1926, by 
adding in italics the new laws emanating 
since 1917 and indicating the repeal of 
laws by brackets. It is difficult to con- 
yey a precise picture of such a broad 
subject, involving forty-six jurisdic- 
tions, in a table. This may be illus- 
trated by one or two concrete instances. 
The statutes of a state may not contain 
any provision which in so many words 
prohibits discriminations in rates and 
yet may confer power on the insurance 
superintendent to revise unreasonable 
rates, which might seem to include 
the power to remove discriminativas. 
Some states have on the books at the 
same time anti-trust statutes forbidding 
combinations to fix prices or even 
anti-compact laws forbidding insurance 
companies to combine to fix insurance 
rates and yet at the same time have 
statutes permitting the formation of 
rate-making bureaus or rating services. 
Presumably the latter are supposed to 
nullify the former. It is also difficult 
to ascertain what laws are repealed be- 
cause they simply, as it were, disap- 
pear unnoticed while new laws are apt 
to attract attention. 

In Column A are given both the anti- 
compact and anti-trust laws, the latter 
being indicated by (T). The former 
are laws which forbid combinations or 
f *C. W. Hobbs, “State Regulation of Insur- 


ance Rates,” Proceedings of the Casualty Actu- 
arial Society, Vol. XI, Part II, No. 24, pp. 
218-275. 


115 


agreements to fix rates of premium, 
mentioning insurance by name. The 
latter are laws forbidding combinations 
in restraint of trade, or commerce, to 
control the price of commodities or to 
prevent competition, imsurance not 
being specifically mentioned. Column 
B * shows the states in which there is an 
act prohibiting discrimination in rates, 
not including so-called anti-rebate laws 
which prohibit agents from returning to 
purchasers of insurance any portion of 
their commission for writing the busi- 
ness. These laws are designed to pre- 
vent insurance companies from favor- 
ing individuals by writing insurance on 
risks of substantially the same hazard 
at different rates. Column C’? shows 
the various state acts permitting agree- 
ments between companies relative to 
rates or the formation of rating bu- 
reaus or the employment of common 
rating agencies. Column D indicates 
the existence of acts which require 
companies to be members of a rating 
bureau and recognize such bureaus. 
Column E shows states in which the 
commissioner of insurance or other 
authority may make examination of 
rating bureaus or other methods of 
making rates. Column F contains the 
states having state rating laws. Col- 
umn G enumerates the states in which 
the superintendent or other state au- 
thority has power to order revisions in 
rates, other than the mere removal of 
discriminations. 

The table follows, but the average 
reader will probably prefer to examine 
the paragraphs succeeding the table, 
which summarize verbally the principal 
changes in legislation which have 
occurred. 


* The columns are placed in an order differing 
from the table in the earlier article. 

7 This column, unlike others, is not an exclu- 
sive classification, because it includes not only 
states which permit but those which require 
co-operative action. 
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Ind. 


Col. 


(Iowa) 


Ohio 


Va. 


Wise. 
Wyo. 


(lowa) 
Kan. 


(Idaho) 


Tex. 


Ark. 


S.C. 
Vt. 
Va. 


Wise. 
Wyo. 


* Law requires all rates made under the same schedule to be uniform. 
*A board constituted to hear cases and make recommendations—enforcement depends on 


public opinion. 
© The courts have held combinations of insurance companies illegal. 


Col. Col. || Col. Col. anti-t 
| Ga. 1 
Ind. (T) Ind. Ind. Ind. comb 
| lowa (Iowa) (iowa) | missi¢ 
Kan. Kan. Kan. tion 0 
Ky. Ky. Ky. Ky. Ky. 

| Me. (T) Me. bese 
| Mass. (T) | Mass.° pent relati 
Mich. Mich. Mich. Mich. Mich. hand 
Minn. (T) Minn. Minn. Minn. Minn. Minn. 
+ Miss. Miss. Miss. Miss. Miss. fy, Miss. 

Mo. Mo. Mo. Mo. Mo. 
| Neb. a Neb. and 
N. Y. (T) N.Y. sas gives 

Okla. (T) (Okla.) Okla. a 
S.C. S.C. Whet 
Vi. Vt. Vt. 
Va. Va. |_| Va. 
§) Wash. Wash. Wash. Wash. Th 
W. Va. W. Va. W. Va. 
Wise. (T) Wise. Wise. Wise. 
Wyo. Wyo. Wyo. nally 
| may 
ferrix 
Com: 
i sione 
body 
if ug, 
| : 


Tue REGULATION OF Fire INsuRANCE RatEs 


Anti-Trust anp Anti-CompPact 
Laws 


In the ten-year period from 1917 to 
1926 very little change has taken place 
in that group of laws designated as 
anti-trust or anti-compact laws, as may 
be seen from Column A in the accom- 

ing table." The only addition to 
the 1917 list of such statutes is Ohio, 
which provides that any member of a 
combination to control rates or com- 
missions to agents is subject to revoca- 
tion of its license, although agents may 
be co-operatively employed to examine 
buildings, suggest protective and pre- 
yentive measures and to estimate the 
relative hazard of risks. On the other 
hand there has been no diminution in 
the number of such laws, there being at 
present twenty anti-trust statues which 
do not specifically mention insurance 
and sixteen anti-compact statutes, 
which name insurance as included. In 
fifteen instances the state apparently 
gives with the left hand what it takes 
away with the right, displaying the 
apparent anomaly of anti-trust or anti- 
compact laws forbidding combinations 
and at the same time statutes which 
permit or require insurance companies 
to be members of a rating bureau. 
Whether it was intended that the lat- 
ter statutes should remove insurance 
companies from the penalties of the 
former statutes or not ismere conjecture. 


IV. Srate Ratine Laws 


The only law which now exists 
vesting authority in the state to origi- 
nally make the rates at which insurance 
| may be written is that of Texas,'* con- 
_ ferring the power upon an Insurance 
Commission composed of the Commis- 
sioner of Insurance and two members 
appointed by the Governor. This 


body has the power to fix and promul- 


4 See table on p. 116. 
® Statutes of Texas, 1920, Secs. 4876-4904. 
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gate the rates to be used by all com- 
panies, with the proviso that such rates 
must be reasonable and that thirty 
days’ notice of changes must be given. 
Where risks are not rated by the state 
they may be written by the companies 
at their own rates. The policies and 
forms used may be prescribed by the 
Commission and the companies must 
file a report of the rate charged on each 
risk written. . No state has followed 
the example of Texas since 1917 and 
the law of Idaho, which was of substan- 
tially similar intent, has been repealed. 
It is evident that the state rating law 
is not generally considered a satisfac- 
tory remedy for the evils in fire in- 
surance rating. 


V. Laws AGAInst DISCRIMINATION 


If state rating does not meet with 
approval on the one hand and free com- 
petition is not enforced on the other, 
the only middle ground is regulated 
co-operation. Thus state laws were 
passed which prohibited discrimination 
(1) between risks of the same class 
or (2) between risks of similar hazard or 
(3) in the application of schedules of 
charges and credits. These statutes 
ordinarily give the insurance commis- 
sioner power to order the discrimina- 
tions removed. In Massachusetts a 
board is constituted to hear cases and 
make recommendations and public 
opinion is relied upon to enforce the 
conclusions. Such laws have become 
increasingly general in the past ten 
years, nineteen states having added 
them to the statute books. Their 
necessity appears to become recognized 
in inverse proportion to their usefulness, 
for under previous conditions of un- 
restrained competition they were very 
valuable and the evils of unrestrained 
competition in rates have now been 
considerably reduced. In other words 
such laws are now harmless but seldom 
required. 


= 
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VI. Rate Reeuiation Laws 

The laws prohibiting discrimination, 
however, naturally led to an extension 
of state regulation. In order to effec- 
tively prevent discrimination it is 
necessary to regulate the classification 
of risks by requiring that methods of 
making rates, schedules, etc., be filed; 
to make public the knowledge of the 
rates which apply to all risks by re- 
quiring the filing of rates; to provide 
for investigation of discrimination in 
the form of hearings by insurance 
commissioners or boards and to give 
state authorities power to enforce re- 
moval of discriminations. Such stat- 
utes naturally divide themselves into 
three groups with reference to their 
severity. 

A. Revision of Rates by State Offi- 
cials.—The first group includes those 
states which empower the superintend- 
ent of insurance or board to compel the 
revision of rates filed by insurance com- 
panies, without stipulating any recog- 
nized method of originally arriving at 
the rates except to prohibit discrimina- 
tion. Thus the companies may pur- 
chase their rates from an “indepen- 
dent” rater, agents and brokers may 
form associations for the purpose of 
co-operatively making rates or com- 
panies may establish rating bureaus. 
This form of regulation originated in 
New Hampshire in 1899, and had 
tended to disappear by 1917, only two 
states following the system at that 
time and in 1926 the 1917 statutes 
had disappeared but two newer laws 


had taken their places. 


B. Laws Permitting the Establishment 
of Rating Bureaus.—The second group 
of laws comprises those which permit 
and authorize the establishment of 
rating bureaus or permit the formation 
of agreements to make rates, which 
results either in a rating organization 
which sells rates to the companies or 


an association of agents or companig 
which makes the rates. In 197 
there were four such laws on th 
statute books and by 1926 this typ 
of law had been adopted by thirtes 
states. It constitutes one of the typ 
types of legislation whose pop 

is growing. Of the thirteen stats 
where this form of regulation now ey. 
ists, six have laws which appear tp 
give the superintendent little or no 
power over the revision of rates, (} 
these six, two (South Dakota and Wes 
Virginia) are substantially alike and 
provide: 


(1) That rating bureaus are recognize 
by law. 

(2) That the insurance commissione 
shall have power to examine such 
rating bureaus. 

(3) That the insurance commissionermay 


require companies to file under. 
writing rules, schedules, rates of 
premium and forms used. 

(4) That the insurance commissioner 
may investigate general advances 
or reductions in rates and approve 
or disapprove the same, subject to 
court review. 


In four other states (Idaho, Oregon, 
Pennsylvania and Washington) the law 
is substantially the same except that, 
on paper at least, the commissioner has 
less power with respect to disapproval 
of rates. 

In seven states the laws provide for 
all of the above and in addition give 
to the superintendent or an insurance 
board power to disapprove unreason- 
able or excessive rates and fix reason- 
able ones. Of these, three statutes 
(Arkansas, New York and South Caro- 
lina), are substantially similar and 
provide: 

(1) That rating bureaus are recognized 

by the law. 

(2) That the insurance commissioner has 


power to examine such rating 
bureaus. 


(8) 


(4) 


(5) 
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(8) That the companies and bureaus are 
required to file underwriting rules, 
schedules, rates of premium and 
forms used. 

(4) That the commissioner may hold 
hearings to investigate alleged 
d'scriminations and order discrim- 
inations removed. 

(5) That the commissioner may investi- 
gate rate agreements and disap- 
prove the same, subject to review 
by the courts. 

(6) That the commissioner may order 
general reductions in rates if, dur- 
ing the preceding five years, the 
stock companies show an under- 
writing profit of five per cent on 
business within the state. 


In four other states (Michigan, Ver- 
mont, Missouri and North Carolina) 
the laws are almost identical, but the 
provision regarding revision of rates 
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does not allude to the experience of 
the preceding five years and merely 
refers to unreasonable or excessive 
rates. 

Included in this group is New York, 
which has the most complete law on 
the statute books and receives some 
description later. 

C. Laws Requiring the Establishment 
of Rating Bureaus.—Of those states 
which have enacted rate regulation 
laws, a third group of nine states actu- 
ally require the insurance companies 
to form rating bureaus and to be mem- 
bers thereof. There were only three 
such laws in 1917 and by 1926 the 
number had increased to nine, this 
type of legislation thus showing a 
very great relative increase. These 
laws are all practically identical in 
character. Also, with the exception 


of the statute in Ohio, they all provide 
for the revision of rates by the in- 
surance commissioner or other state 
authority. Except for this latter differ- 
ence they are substantially the same 
as the laws which merely permit the 
formation of bureaus, and therefore 
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require no further comment except to 
point out that this type of legislation is 
a startling contrast to the laws prohibit- 
ing combination which were formerly 
so popular and that they virtually 
nullify anti-trust and anti-compact 
laws, although the latter in nearly 
every instance remain on the statute 
books. Taken together the laws per- 
mitting bureaus and requiring bureaus 
show an increase from seven to twenty- 
two during the period under review. 

D. Outline of the New York Law.%— 
By the New York law fire insurance 
companies and agents are permitted to 
become members of rating organiza- 
tions or bureaus, which organizations 
are required to admit to membership 
without discrimination all persons 
authorized to transact fire insurance 
in the state. No person, association 
or corporation, however, shall be amem- 
ber of more than one organization for 
the purpose of rating the same hazards, 
and members of organizations are re- 
quired to comply with all the rates 
and rules promulgated by the organiza- 
tion. 

Every such rating organization 
which suggests or approves rates to be 
used by more than one underwriter 
must furnish to the superintendent of 
insurance a list of members and a de- 
scription of its organization, together 
with such other information as the 
superintendent may deem desirable 
and is subject to visitation and exami- 
nation by the insurance department. 
The organization or bureau must not 
refuse to do business with any broker 
licensed by the state unless the latter 
refuses to abide by the reasonable rules 
of the organization. It is also required 
to keep complete records of its proceed- 
ings and to furnish to the insured or 
his representative upon request infor- 
mation respecting the manner in which 
his rate was arrived at. 

8 Laws of 1922, Secs. 141, 141-a. 
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All such organizations must file with 
the superintendent of insurance the 
rates and rating plans which are in 
use, and the rates filed must not (a) 
be discriminatory or (b) require the 
placing of the entire amount of insur- 
ance with members of the organization. 
The superintendent of insurance may, 
after a hearing, order the removal of 
discriminations, subject to review by 
certiorari order in the supreme and 
appellate courts of the state. The act 
requires that the rules, schedules and 
methods of rating shall be reasonable, 
and the rates are to be either minimum 
class rates, schedule rates or (in the 
discretion of the superintendent) non- 
schedule flat rates. No member may 
write insurance, except under the rules 
and rates of the organization of which 
he is a member, but upon thirty 
days’ notice any company may, subject 
to the approval of the superintendent, 
charge rates which are a uniform per- 
centage higher or lower than the organ- 
ization rates. 

Every underwriter transacting a fire 
insurance business in the state is re- 
quired to file annually with the bureau 
of which he is a member, a statement 
of premiums written and losses in- 
curred for the information of the in- 
surancedepartment. Thesuperintend- 
ent of insurance may hold hearings 
to investigate rates and may require an 
adjustment of same whenever the 
profit derived over a period of five years 
preceding is “excessive, inadequate, 
unjust or unreasonable,” subject to 
review by the courts as described 
previously. 

It will be noted that this law contains 
the following essential features: 


(1) It authorizes the formation of rating 
bureaus. 

(2) It enables such bureaus to enfore 
their reasonable rules and rates, 

(3) It prohibits discrimination by such 
bureaus among insureds’ agents 
and brokers. 

(4) It makes such bureaus and their acts 
and records subject to examination 
by the insurance department. 

(5) It gives the superintendent of insur. 
ance power to revise rates. 


VII. Laws Examma- 
TION OF Ratinc BuREAUS 


All of the rate regulation laws per- 


mitting or authorizing theestablishment 


of rating bureaus give the insurance 
commissioner power to examine the 
operation of such bureaus, so that the 
number of states authorizing such ex- 
aminations has increased from twelve 
to twenty-four. 


VIII. Conciusion 

The foregoing survey of legislation 
seems to indicate that the present-day 
tendency is to enact laws which en- 
courage the promulgation of rates ar- 
rived at by mutual agreement and 
co-operation, thus recognizing that 
price competition is not a satisfactory 
guiding principle in the regulation of 
insurance, due to the inherent nature 
of the business. The New York stat- 
ute, although merely permitting the 
formation of rating bureaus, is the 
most complete and comprehensive law 
on the statute books and it is difficult 
to see how other states which permit 
the formation of rating bureaus can 
avoid adding to their statutes addi- 
tional provisions similar to those of 
New York. 
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Weather Forms of Insurance 


By G. Wricut Horrman, Pu.D. 


Assistant Professor of Insurance, Wharton School of Finance and Commerce, 
University of Pennsylvania 


HE term insurence,” 

when used, usually refers to rain 
insurance. It covers loss of income 
and/or expenses occasioned by rain 
and other precipitation when measured 
as rainfall and is written on any one 
of a number of forms. From the title 


' of this paper—‘‘Weather Forms of 


Insurance’’—one might be led to be- 
lieve that it relates only to rain insur- 
ance. The term instead is used in a 
broader sense. It will, therefore, be 
in place at the outset to define and 
outline its limits. 

Weather forms of insurance are here 
used to include those contracts which 
insure against loss occasioned by the 
action of one or more of the various 
elements composing the atmosphere. 
Tornado insurance is one such form; 
hail insurance is another. Included 
under this general heading, also, are 
rain insurance, frost and freeze insur- 
ance, and crop insurance. By broad- 
ening the use of the term considerably 
one might include flood insurance 
since indirectly the damage may relate 
to the weather. Still more distantly 
related is earthquake ‘insurance. 
These two last named types of insur- 
ance are not distinctly and entirely 
related to elements of the weather, 
however, and should not therefore be 
included in the group. The lightning 
hazard is distinctly a weather risk 
though it is not considered here because 
it is seldom written as a separate form. 

There are then five types of weather 
insurance: tornado or windstorm, hail, 
rain, frost and freeze, and crop. Each 


of these forms, to be scientifically writ- 
ten, requires a knowledge of the fre- 
quency and intensity of one or more of 
the various types of atmospheric 
action. They find a common basis in 
the science of meteorology. Hail, 
frost and crop insurance are related, 
also, in being agricultural forms of in- 
surance covering growing crops. In 
addition, these three forms of insurance 
together with rain insurance indemnify 
for loss of prospective income or for 
expenses incurred. The tornado or 
windstorm contract insures against 
damage done to property already in 
existence. These points of similarity 
and contrast will be more evident in a 
separate consideration of each form 
and will be summarized in a later 
section. 


I. Tornapvo INSURANCE 


Of the five types of weather insur- 
ance, tornado ranks first, judged by 
total premiums for the year 1925. 
Tornado insurance might be more 
appropriately called windstorm insur- 
ance since in its usual form it covers 
loss occasioned by wind, whether of a 
local character such as tornadoes and 
local windstorms, or of a widespread 
character including cyclones and hurri- 
canes. This form of insurance is 
known to have been written as far 
back as 1861,' though it has develop- 
ed into an important “side-line” only 
within the last fifteen years. Figures 
annually published by the Spectator 

1 Hoffman, F. L., Windstorm and Tornado 
Insurance, Spectator Co., 1902. 
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Company® indicate that total pre- 
miums received by all reporting com- 
panies did not reach the $1,000,000 
level until 1908 and for losses paid un- 
til1912. For the year 1912, premiums 
jumped to $4,667,000, an increase of 
150 per cent over that of the previous 
year and losses increased to $1,870,000 
or 265 per cent above the previous 
year. Table I has been prepared to 
show the growth of this line of insur- 
ance during the past fifteen years. For 
the year 1925 total premiums received 
for tornado insurance amounted to 
nearly $40,000,000, which places this 
type of insurance fourth among the 
various forms covering property dam- 
age, being exceeded only by fire, motor 
vehicle, and ocean marine insurance. 


proportions of importance only within 
the last fifteen years. Prior to the 
year 1912 the total amount of insurance 
written by joint-stock, mutual and 
state funds combined amounted to less 
than $50,000,000. Premiums 
ceived from all classes did not reach 
the $5,000,000 level until 1914. Since 
1914, through a somewhat irregular 
growth, premiums have increased to 
an amount probably in excess of $20, 


000,000. Table II has been compiled | 


to illustrate this growth from 1912 to 
and including the year 1925. 

In the preparation of Table II, re- 
liable and comprehensive data for the 
years 1912 to 1919 inclusive were ob- 
tained from the United States Depart- 
ment of Agriculture. For subsequent 


TABLE I—Premioms anp Losses on Tornapo INSURANCE IN THE UNITED Srates, 1911-25* 
(In thousands of dollars, i.e. 000 omitted) 


Year Premiums | Losses Year Premiums | Losses 


* Compiled from figures given in Distribution by States of Fire Insurance prepared and published 
annually by the Spectator Company, New York City. This company has also published since 1919 
another compilation of premiums and losses on tornado business in their Insurance Yearbook. In the 
National Underwriter has been published a summary for several years. These compilations vary 
considerably for certain years, notably in 1920 and 1923. The series shown in Table I was chosen 
because it extends over a longer number of years than’the other tabulations. 


t From Insurance Yearbook, Spectator Co., 1920. 


II. Hart Insurance 


Second in importance among the 
weather forms is hail insurance. It 
covers damage to growing crops, prin- 
cipally grain, occasioned by hail. Its 
history in the United States dates 
back to 1880 though it has assumed 

‘Spectator Company, Distribution by 
States of Fire Insurance, New York, (annual). 


years the figures used were those com- 
piled for the National Underwriter and 
appearing in its annual “Hail and Tor- 
nado Insurance Number,” and while 
they include the experience of a large 
number of companies they are not as 
comprehensive as the figures for the 


*Valgren, V. N., Hail Insurance on Farm 
Crops in the United States, United States Depart- 
ment of Agriculture, Bulletin No. 912. 
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rithin | TABLE I—Premroms anv Losses on Hat Insurance tae Untrep Srares, 1912-25 * 
> the (In thousands of dollars, i.e. 000 omitted) f 
rance | = 
and Joint-Stock Mutual | 
> less Companies Companies 
Year 
Te- 
Since | — j 
Zular Wd... - - - - $1,640 $996 $1,474 $713 $65 $105 $3,179 $1,814 
d to ae 1,773 696 1,418 503 27 28 3,218 1,227 i | | 
$20, 8,213 1,663 2,317 976 28 38 5,558 2,677 ' 
| 15... 6,395 | 8,239 2,691 3,057 21 25 9,107 | 11,321 
Diled 8,185 7,565 1,741 1,145 33 79 9,959 8,789 
2 to | 8,003 4,212 2,292 1,000 119 79 10,414 5,291 
aa 12,854 7,771 3,614 2,127 576 1,030 17,044 10,928 ; 
re- | a 19,460 7,895 4,775 2,060 6,095 4,538 30,330 14,493 , 
| 16,910 9,755 2,678 1,532 5,777 5,037 25,365 16,324 
the 13,426 9,071 2,220 1,081 7,200 3,540 22,846 13,692 "| 
Ob- | j922....... 10,422 | 7,770 | 2971 | 1,913 | 6,061 | 4,858 | 18,754 | 14,541 . 
art- | 192%.......| 11,919 11,059 1,893 996 5,189 5,184 19,001 17,239 
ent 9,831 8,372 580 445 4,218 4,065 14,629 12,882 | 
14,741 9,922 1,663 1,093 2,342 1,955 18,746 12,970 
5° | 


*For the years 1912-19, data supplied by the United States Department of Agriculture. For 
the years 1920-25, data from the National Underwriter, hail and tornado numbers. 


— _ {The mutual company figures for the years 1912-14 probably include some Canadian hail ai 
ses | business, though not for later years. In certain years for mutuals and also for state insurance 
—~ | hail funds, losses were prorated. As far as could be determined the figures given are losses incurred »| 
| mather than losses paid. 
71t 


| 


earlier years. The Spectator Com- 
pany in its Insurance Yearbook also 
makes an annual compilation of hail 
“premiums and losses for stock fire 


_ and marine companies” which for the 


year 1925 gives a total of $17,139,395 
premiums received and $11,130,835 
losses paid. ‘The Weekly Underwriter 
inits Insurance Almanac also publishes 
an annual compilation for stock com- 


_ panies which for the year 1925 amount- 


ed to $16,602,800 and $10,321,736 for 
premiums and losses respectively. 


n- | These last two sources for joint-stock Rain Insurance Association and in- 
id companies are more comprehensive clude all of the companies writing rain i 
t | for the year 1925 and indicate that to- insurance in the United States. It e 
le | tal premiums received from all three should be pointed out that the figures H 
ee ~~ sources, joint-stock, mutual and state for Table III do not include business Ai 
fund, exceeded $20,000,000. written by Lloyd’s. No information y 
» is to be had concerning their writings, ty 

The Eagle, Star and British Domin-_ « Special lines” Society 


| 


ions Insurance Company was the first - 


company to write rain insurance in the 
United States. It began writing in 
England in 1919 and in the United 
States in 1920.4 Lloyd’s of London 
had, however, written this line as one 
of their numerous specialties for many 
years. In 1921 there were three com- 
panies writing and in 1925 the number 
had reached thirty. Table III has 
been prepared to show the growth of 
rain insurance up to and including the 
year 1925. For the years 1923, 1924 
and 1925 the data were supplied by the 


of New York, 1923. 
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which may have been considerable, 
particularly for the years 1924 and 
1925. For the years 1922 and 1921 
estimates only are available which, 
however, serve to indicate the growth 
for these years. 
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states with a varying degree of succes, 


It is usually applied to citrus fruits ang 
insures against damage by frost afte 
the fruit has set on. In some instanegs 
the trees are also insured against dam. 
age by frost or freeze. There are no 


TABLE IJI—Tue Growrs or Rarn InsurANCE IN THE UNITED States, 1921-25 
(In thousands of dollars, i.e. 000 omitted) 


No. of Companies ay Net Losses | Ratio: Losses. 
Year Writing Writings | premiums | Incurred Premiums 
(about) (about) (about) 
#40 29 22,795 2,256 1,624 -72 
bn ds 30 12,329 1,114 794 71 


* For the year 1921 the estimates are from an article by C. L. DeWitt appearing in “Special 
Lines” Lectures published by the Insurance Society of New York. 
t Figures for the year 1922 taken from the Insurance Almanac published by the Weekly Under. 


writer Publishing Co. of New York. 


t For the years 1923, 1924, 1925, data supplied by the Rain Insurance Association. 


Rain insurance proposes to cover 
loss of income or expenses occasioned 
by rainfall or other precipitation when 
measured as rain. Up to the present 
time it has been used largely to cover 
fairs, athletic contests, auctions and 
similar events. Sufficient time has 


elapsed to prove it a practical form of. 


insurance, though for most of the years 
and notably in 1923 experience has 
been unfavorable. Rates have been 
raised and renewed effort made to 
place the insurance with desirable risks 
on a strictly indemnity basis. As a 
result, while the years 1924 and 1925 
show a smaller volume of business, 
they show a more favorable loss ratio. 


IV. Frost InsuRANCE 


Frost insurance became a practical 
form in the United States following a 
survey made by insurance representa- 
tives in 1920. It has since that time 
been applied in Florida, California, 
Louisiana and in a minor way in other 


available statistics showing the devel- 
opment since 1920 of this type of in- 
surance. The figures to be had are 
fragmentary and merged usually with 
other minor forms of insurance. For 
the year 1925, the Spectator Company 
in their Distribution by States of Fire 
Insurance has made an interesting 
compilation which includes fourteen 
companies writing frost insurance in 
five states. While their figures do not 
include all of the companies, they are 


TABLE IV—Premivums anp Losses on Frost 


INSURANCE BY STATES FOR THE YEAR 1925 


Net 
State Premiums Losses 
Arkansas......... $147 $3,759 
California. ....... 110,251 162,030 
Colorado......... 292 6 
98,643 593 
Louisiana........ 36,839 3,101 
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structive. Table presents the 
experience of these fourteen companies 
dassified by states. 

It will be seen from Table IV that 
for this particular year (which is the 
business of the winter of 1924-25), the 
Florida and Louisiana experience was 
very favorable and the California ex- 
perience very unfavorable. This was 
the case also for the winter of 1923-24. 
During the winter of 1925-26, experi- 
ence was again favorable in Florida 
but unfavorable in Louisiana and in 
California favorable to the insuring 
companies. 

V. Crop INsuRANCE 

Insurance on growing crops may 
take one of two forms: either a contract 
covering one specific hazard as hail or 
frost or a blanket contract insuring the 
farmer against many of the hazards to 
which his crops are exposed. The 
term crop insurance is usually applied 
to the latter form of contract. It 
proposes to insure the farmer against 
loss or damage to his growing crops 
when caused by frost, winterkill, 
flood, drought, insects or disease. In 
some cases hail is included and in many 
cases in the past the contract has been 
so worded that it has turned out to be, 
in addition, insurance against a decline 
in the market value of the crop. 

Crop insurance was first attempted 
in the United States in 1899 and so 


far as the court records indicate the 


cmpany lasted but season.5 
Three other attempts were made in 
1917 but they met with failure. Again, 
in 1920, an attempt was made to apply 
this form of insurance but heavy losses 
resulted and the companies withdrew 
from the field so far as the major crops 
were concerned. One joint-stock com- 


‘Hoffman, G. Wright, “Crop Insurance— 
Its Accomplishments and Possibilities,” The 
Annals of the American Academy of Political and 
Social Science, January, 1925. 


pany has, however, continued to write 
small amounts using special forms to 
fit each case and issuing it through 
crop-growing associations (notably in 
fruit) to be used by the insured for 
credit purposes. It is interesting to 
note, also, that a mutual company in 
Kansas has recently gone into the 
hands of a receiver after one year’s 
experience with a crop policy. In 
the same state, another mutual com- 
pany has been organized to write crop 
insurance covering costs of crop opera- 
tions.° Crop insurance is still de- 
cidedly in the experimental stage. 


VI. Loss 


Each of the five forms of insurance 
just reviewed covers one or more of 
the weather elements. The hazard 
which the insurance company runs in 
each case (aside from problems of 
moral hazard) is therefore dependent 
upon the extent and variability of the 
weather risks insured. If one assumes 
that the company’s expenses are thirty- 
five per cent of net premiums collected, 
then if losses incurred each year 
average less than sixty-five per cent of 
total net premiums and no one year’s 
loss is so large as to force the company 
to withdraw from the field, the business 
is on a profitable basis. 

Of the five weather types, frost in- 
surance and crop insurance have either 
not been tried for sufficient length of 
time or on a large enough scale to prove 
themselves profitable lines. Rain in- 
surance also needs a longer and wider 
experience to prove itself, though it 
has made a much better start than 
either frost or crop insurance. 

Of the remaining two weather forms, 
both have been tried for a long enough 
period to prove practical lines, though 
from year to year and between compa- 
nies they have had a varied experience 

®See issue of the Weekly Underwriter 
October 16, 1926 and November 13, 1926. 
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and are still far from stable forms of “average annual deviation” and from 
insurance. Table V shows the loss the “average annual percentage of 
ratios from the combined experience deviation” it will be seen that both the 
of ail joint-stock companies writing actual and relative variation from 
either hail or tornado insurance in the year to year in loss experience is much 
United States. Tornado insurance greater for hail than for tornade or 
premiums and tornado losses of all fire insurance. 

joint-stock companies have been to- An attempt has been made in Table 
taled by years and the total losses di- VI to present some comparable ex. 
vided by the total premiums. The perience for individual companies for 
same has been done for the hail busi- tornado, hail and fire insurance. The 
ness and for comparative purposes, material is somewhat fragmentary, 
for the fire business. however, and only a limited compari- 


TABLE V—Loss Ratios or THE ComsBrnep Business or A Lance NumBEr or Jornt-Srocx 
Compantes, For Tornapo, Harm, anp Fire Insurance, ror THE YEARS 1912-25 


losses incurred 
net premiums received 
Year 
Tornado Hail Fire 
Business* Business} 
40 129 53 
36 69.5 52.6 
Average annual deviation............. 4.3 18.1 4. 
Average annual percentage of deviation 11.9 26. 7.6 


* From Tables I and II. 
t From Proceedings of the National Bureau of Fire Underwriters (annual); includes lightning 
business and prior to 1918 marine and inland premiums and losses. 


It will be seen at once that, judged son can be made. The tornado ex- | 
from the past fourteen years, the tor- perience of five leading stock companies 
nado business has been profitable and is shown with the fire experience of the 
the hail business particularly during same five companies. It was impos- 
recent years unprofitable. From the sible to find five companies for a ten- 


TABLE VI—Loss Ratros or Five Leavine Jorm?-Srock ComPpanres ror Tuer Tornavo, Har anp Fine Insunance Bustness Dunine 
THE Ten-YEAR Periop, 1916-25 
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year period who did a fair volume of 
business in all three lines and therefore 
three of the hail companies are not 
identical with the tornado and fire 
companies. To indicate the relative 
size of the companies included, their 
net premiums for the three types 
of business are shown for the year 
1925. 

The results of Table VI are similar 
to those of Table V with reference to 
the average loss experience of these 
companies. With respect to the “av- 
erage annual deviation” and partic- 
ularly the “‘average annual percentage 
of deviation”’ which shows the relative 
variation in loss experience from year 
to year, the tornado business of indi- 
vidual companies fluctuates more than 
the hail business and each varies much 
more from year to year than the fire 
business. The conclusions which may 
be drawn from Tables V and VI are: 
(1) that the hail business has been less 
profitable and the tornado business 
more profitable on the whole during 
the past fourteen years than the fire 
business per $100 of premiums re- 
ceived; and (2) that neither the hail 
nor the tornado business, considered 
either by companies or as a class of 
insurance, is on as stable a basis as 
the fire business. This is doubtless 
due in part to a lack of spread, in part 
to faulty graduation of rates between 
individual risks, and in part to the in- 
herent nature of the risk insured. 


VII. Tue OvutTLooK 


All of the forms of weather insurance 
depend for their success upon a knowl- 
edge of the frequency and intensity of 
one or more of the weather elements. 
This does not mean that with such a 
knowledge success is assured. Items 
of new business expense, adjustment 
of claims, unusual costs growing out of 
the selection of risks may cause suc- 
cess for one company and failure for 
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another. But of basic importance 
an adequate knowledge of the element; 
of weather being insured. Large suns 
of money have been spent by the group 
of companies writing rain insurance tp 
determine the relative frequency ¢ 


rain for different localities by days and y, 


in some cases by hours of the day for | - 
the purpose of determining an equ 
table and adequate plan of rating 


~ 


Extensive research has similarly bee, | 


made for frost insurance. In ther 
rating of hail and tornado risks, the 


them. 

But while the records of companies | 
include thousands of cases and extend 
over a good many years, they are for 
rating purposes still very inadequate, 
No one realizes this fact as much as 
the underwriting companies them- 


a policy covering the tornado hazard 
perhaps in a section where their experi- 
ence is fairly complete for two or three 
years but not longer or where only ex- 
tremely scattered information if any 
is available. There were during the 
year 1925 over two hundred direct- 
writing companies writing tornado in- 
surance. Necessarily most of these in 


selves. They are called upon to write é 


experience records of the various com. 
panies serve as valuable files to guide 3 


most of the states could not have|,} 4 


much knowledge of the risk being 
insured. Fortunately for the under 


writing companies in tornado insur 
ance, the rates have been placed 


sufficiently high that, hit or miss, they | (Ail 


have on the whole come out with a 
profit. But such a plan only discour- 
ages altogether the insuring of property 
against this hazard where the prob 
ability of serious windstorm damage is 
small and decreases the amount taken ' 
out in sections where the danger is | 
relatively high. Windstorm insurance | 
should be as universal in its application 
as fire insurance. What is true of 


tornado experience is also true of the + 
| 
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hail business. Rates are graduated 
according to geographical divisions 


rather than regions of hail frequency, 


and adjusted from year to year in the 
light of the previous year’s experience. 
What is needed is a more dependable 
experience record upon which rates 
can be based. 

Mention should here be made of the 
work of the National Storm Insurance 
Bureau. This is an insurance rating 
organization located in New York and 
directed by John P. Finley, retired 
colonel, United States Army. This 
bureau was organized by Mr. Finley in 
1920. He brought to it an experience 
in the field of meteorology extending 
over forty years through his work with 
the United States Weather Bureau and 
the United States Signal Corps of the 
Army. 

This Bureau has developed what is 
known as the “Finley Rating System 
for Weather Insurance.” Starting 
with the published information of the 
United States Weather Bureau, it has 
added elaborate tabulations of local 
storm data obtained through local 
weather reports and newspaper and 
magazine references and descriptions. 
From these data extending over many 
years, storm tracts have been prepared 
by states and counties showing for each 
type of storm, its location, length, and 
progressive direction. Through the 
use of formulae descriptive of the rela- 
tive intensity of the storm, a rating 
system has been developed which 
accounts for both frequency and in- 
tensity of each type of storm. The 
chart shown is a reproduction of one 
of the state hailstorm tracts loaned 
through the courtesy of the National 
Storm Insurance Bureau. The chart 
emphasizes in a striking manner the 
fact that the hail hazard varies greatly 
from one section to another and to 
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effectively provide for expected 
premiums must also be similarly 
graded. 

Collecting, tabulating, charting ang 
analyzing storm data for every state 
and for every type of storm in the 
United States for time series extending 
over many years is a task of immeng 
proportions. In attempting such ap 
undertaking, the National Storm Ip. 
surance Bureau deserves not only the 
commendation but the active support 
of all interested groups. The organi- 
zation in a position to render the most 
far-reaching and valuable service jn 
widening the scope of scientific know 
edge in this field is the United States 
Weather Bureau. The work of this 
bureau in the past has certainly re 
turned in value to the American people 
their investment many times over. 
One of the pressing problems before 
Congress during the past five years 
has been to devise some means of in- 
suring the farmer against an occa- 
sional unusual surplus production of 
one or more of the major crops. Is 
not the permanent solution to this 
problem found in a more dependable 
knowledge of weather variations and 
an adequate provision for these vari- 
ations? We have recently witnessed 
a hurricane disaster in Florida result- 
ing in a loss of over a hundred million 
dollars and insurance covering only a 
small fraction of the total loss. We 
are entering the field of commercial 
aviation on a large scale in which a 
knowledge of weather is of first impor- 
tance. In agriculture, in transporta- 
tion and in industry, we are in need of 
a more complete and dependable 


knowledge of the weather. Would not 


the enlargement of our Weather Bu- , 
reau service, both in the collection | 
and in the analysis of information, be 
money well spent? 


BREE. 
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The Guarantee of Mortgage Bonds by 


Surety Companies 

in the By Epwarp L. McKenna, Pu.D. 

nding Assistant Professor of Insurance, Wharton School of Finance and Commerce, 

mense University of Pennsylvania 

ch an 

n In. at this time. Another company on 


isolated examples of 
the guarantee of mortgages occur 


pport | in the history of suretyship, present 


ice in this form of coverage is not 


most | more than three years old. The con- 
ce jn | nections of the Globe Indemnity Com- 
now). | pany with the Adair Company, and of 
tates | the National Surety Company with the 

this | Mortgage Security Corporation of 
y re. | America are early modern instances, 
sople | and similar ones are to be found in the 


experience of the Fidelity and Deposit 
Company and of the Independence 
Casualty Company. 

At the present time, the following 
companies are writing surety bonds to 
guarantee mortgages: 

National Surety 

Maryland Casualty 

Globe Indemnity 

Metropolitan Casualty 

United States Fidelity and Guar- 
antee 


Massachusetts Casualty 


These companies are writing under a 
' uniform premium of one-half of one per 


cia] | cent on the face of the guarantee per 


' year. In practically no other respect is 
there uniformity. 

Some of these companies are much 
interested in the development of the 
business and show a readiness to com- 
pete for it. Others have reached the 
_ present limit of their underwriting 
| capacity as determined by their own 

executive boards; reached it last year; 
_ teached it again this summer; occupy 
_ the pleasant position of having more 
| customers than they can accommodate 


this list, although it must be included 
in it, is apparently curtailing its present 
position instead of extending it. 

Some of these companies write busi- 
ness in thirty states or more, and in up- 
wards of three hundred cities. Some 
of them have limited their operation to 
a single state. Many of them exclude 
certain states for one reason or another. 
Only one of these companies proclaims 
that it makes no restriction as to terri- 
tory. 

The form of the guarantee is not 
uniform; it is anything but uniform. 
Some companies have a separate staff 
and a separate department to investi- 
gate and handle this business, others 
make no such provision. Most com- 
panies demand an eighteen months’ 
option period in case of default by 
mortgages, but all sorts of periods are 
found—sixty days, three months. 
Some companies will guarantee all of an 
issue or none of it, others will insure a 
part of the issue, or use two separate 
forms of guarantee for different sections 
of the same issue. Agreements exist 
which are not transferable by the cer- 
tificate holder without payment of a 
premium; in other words, the purchase 
of the guarantee is optional with the 
certificate holder. The more general 
arrangement at present is for a guaran- 
tee printed on the bond and transfer- 
able with it. 

Among the companies not included 
among these six there are nevertheless 
possible underwriters. At least two 
companies declare that they will con- 
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sider an individual application from a 
mortgage company upon its merits, al- 
though they are not at present writing 
such guarantees. Another company 
which formerly wrote the business now 
does so no longer. Certain other com- 
panies declare themselves unwilling to 
enter the business at the present time 
for one or more of the following rea- 
sons: 


(1) The uncertainty of the real 
estate market. 

(2) The uncertainty of a reinsurance 
market, should the company 
desire to split the risk. 

(3) Lack of facilities within the com- 
pany for the investigation -of 
mortgage loans. 

(4) Belief that it is improper to allow 
the company’s name to be 
used as a selling argument in 
campaigns for the marketing 
of the securities. 


The present situation in the mort- 
gage-bond guaranty situation then is 
this: six companies writing the busi- 
ness, at least two of them to the present 
limits of their capacity and a third ap- 
proaching a capacity stated to be well 
up in the millions of dollars; interest in 
such business displayed by other com- 
panies to an extent that indicates a 
willingness to enter the field; opposition 
or lack of interest displayed by other 
companies for reasons here enumerated; 
lack of uniformity among the writing 
companies with reference to practices 
and forms such as might be expected in 
so new a business. 


Wuy are Mortcace Bonps GuARAN- 
TEED BY SuRETY COMPANIES? 


There seems to be little question that 
the principal motive which actuates the 
seller of mortgage certificates in apply- 
ing to surety companies for guarantee is 
his desire to make these certificates 
more attractive to purchasers. Such 


certificates themselves may have 4 
security the tangible values of the 
property and improvements, specific 
deposits of collateral with a t 

and the credit and assets of the issuing 
house. For many years certain well. 
established dealers in mortgage certif. 
cates have given their own guarantee of 
some issues to their buyers, for a pre. 
mium of one-half of one per cent per 
year. They are able to do this because 
of the state of their credit, because of 
their business record and their reputa- 
tion for conservatism extending over, 
considerable period of years. Such 
houses as these have performed a sery- 
ice for investors which younger and less 
well-known corporations could not 
duplicate. There can be little doubt 


<a 


that the solicitation of surety compa- 
nies by sellers of mortgage certificates 
was a competitive move either to meet 
a difficulty already experienced in 
competitive selling, or in anticipation 
of such a difficulty. Once the support 
of the surety company is obtained, it 
seems to be a fact that the name of the 
company is used in selling arguments. 

That this practice is undesirable or 
dubious does not appear. The bond- 
ing company may be making its guar- 
antee in either of two ways; first, after 
painstaking and thorough examination 
of the risk by a corps of experts; or 
second, somewhat more cynically with 
an eye merely to rates of mortality in 
mortgage investments and to the 
spread of risks. Or it may combine 
these two methods in varying propor- 
tions. 

In the first case it is proceeding along 
the lines which are peculiar to the busi- 
ness of suretyship; in the second, it is 
acting as an insurance company. 
Naturally, if the second method en- 
courages carelessness on the part of 


original issuers or sellers of certificates; 


the effect upon the general business of 
selling mortgage certificates will not be 
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Ve as ood. But the effect of failure of any 
f the | nortgage dealers will not help the 
DeCific business either, and has not 
ustes, |jsiped it, and if the bonding company 
‘Sting | geps in to cover losses to investors it 
Well. | jj be more desirable from the stand- 
ertifi. | sint of the companies that remain 
tee of |ijan if disgruntled investors are left to 
| pre- |anry their sad story to prospective 
t per rs and to ruin many future 
pause jules, The failure of a competitor is 
se of |ot always an unmixed blessing. 
buta- | Furthermore, the argument that 
vera |marantees or insurance increase care- 
Such |issness is so old that it can scarcely fail 
serv- |) have some truth. It has been ap- 
1 less lied to almost every branch of insur- 
not je at one time or another. Few, 
oubt |however, will be found to give the 
npa- |iheory complete endorsement. 
ates | On the other hand, if the guarantee 
neet }f such bonds by one or another form 
of corporation becomes general, irre- 
nsible competition may be lessened 
than increased. At the present 
too, the company which is big 
mough and sufficiently autonomous to 
garantee its own bonds or those for 
which it is sponsor, at the rate of one- 
lalf of one per cent, is doing business 
more profitably than a surety company 
fter an do it, for the mortgage company 
100 } already has made an examination of the 
Or jhonds and has charged for it, and the 
ith guarantee premium may be used to 
‘mM ‘cover losses, if there are any, whereas 
the |the surety company must spend some- 
iné jthing out of the premium for expenses 
or- jother than losses. 
It is well recognized that in every 
ng |department of the surety business pre- 
si- \miums at first tend to be charged upon 
18 a semi-actuarial basis, that is, that 
ly. they are written chiefly with reference 
M- |to known or estimated loss-ratios. As 
of ‘time goes on, more and more attention 
spaid to the reduction of losses and to 
of the classification and investigation of 
be risks, and premiums are altered ac- 
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cordingly in both directions, up and 
down. There is reason to believe that 
the maintenance of separate depart- 
ments for the investigation of mort- 
gage issues will be continued and 
developed, and that it will help the 
mortgage business and not harm it, and 
that ultimately it may help even the 
companies which have no need for 
separate surety company guarantees. 
The amount of competition now exist- 
ing indicates clearly that the business is 
no one’s exclusive field, and as these 
securities fall into the hands of so many 
small investors it seems desirable from 
every point of view that they should 
be surrounded with every safeguard. 
Anything which tends for the greater 
security of such investments should be 
a good thing for the business as a whole. 


Form or Surety GUARANTEE 


As has been stated, the guarantee of 
the surety company is not a uniform 
one. Mr. P. E. Kniskern,' Vice-Presi- 
dent of the National Surety Company, 
has said that the guarantee should be 
short, concise and easily worded, and so 
simple as to be understandable to those 
with little business experience. A form 
of guarantee adopted by the National 
Surety Company is as follows: 


For value received, we hereby jointly and 
severally guarantee to the holder hereof the 
payment of this bond or note and also the 
payment of the attached interest coupons, 
as the same fall due, without necessity of 
recourse to the collateral deed of trust or 
the primary obliger, upon condition that at 
our option we are to be allowed eighteen 
months from the date of maturity of prin- 
cipal within which to make payment, but 
with interest on the principal sum in the 
meantime at the before-maturity rate 
named in the bond or note. 


1p. E. Kniskern, “The Surety Company and 
the Guarantee of Notes Secured by Real Estate.” 
An address delivered before the Intermediate 
Surety Class of the Insurance Institute, New 


York, February 25, 1926. 
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It is clearly desirable, as Mr. Knis- 
kern says, that this guarantee should be 
simple and easily understandable. In 
fact, however, all sorts of qualification 
of the guarantee are in existence, to an 
extent that it is impossible to enumer- 
ate them. Mr. Stanton, Vice-Presi- 
dent of the Metropolitan Casualty 
Company, says that there are three 
general forms of guarantee, each of 
them subject to modification under 
particular circumstances; one which is 
used when collateral has been deposited 
of high marketability and unquestioned 
value, one which has to do with the 
trustee, and a third which guarantees 
the overlying security. 

Some guarantees are for part of the 
issue only, and some contain careful 
qualifications and stipulations and 
restrictive clauses and are far from be- 
ing easily understandable, however 
concise they may be. The guarantee 
is now usually printed upon the bond 
itself and might well be read by the 
prospective purchaser. Some com- 
pany officials question whether uniform 
guarantees are at present practicable. 

In a pamphlet issued by the National 
Surety Company, Mr. Kniskern says 
of the option of deferred payment by 
the surety company, which appears in 
the quoted example above, that it 
would be well to have a uniform period 
of eighteen months stipulated for all 
companies doing a widely-spread busi- 
ness. The theory of the option period 
is that it will allow a transfer of the 
property, or a foreclosure, and then an 
elapsing space of time after foreclosure 
within which redemption is possible. 
State statutes differing concerning the 
length of time of the redemption pe- 
riod, a shorter time-limit is practicable 
enough in some localities and might 
appear more desirable to the certificate 
holder. From the point of view of the 
surety company, a uniform period 
would seem to be desirable. 


Mr. Philip Sydney Rice,* of the 1, 
Mortgage Security Corporation 
America, is opposed to the form g = 
guarantee which may be purchased by jheatr 
the bond certificate holder or not ” h 
his option. This method, he says, js aa 
frequently used by salesmen as gy =~ 
argument in favor of the bond without <9 
any corresponding effort on their par, The 
to induce the prospective buyer sinte 
avail himself of the guarantee. Simi. wot ex 
larly, he says, where a part of the issye - a 
has been guaranteed only, the prospes. 
tive purchaser is solicited to buy m. he ” 
guaranteed portions. He concludes the es! 
that the only form of surety guarantee The 
should be “‘an unqualified guarante pao 
covering full payment of principal and 
interest from date of issue to date of : 


maturity.” nen 
GENERAL ConpiTIons Necessary they 2 
AccEpTABLE Risks? some 


Although here, as elsewhere, local 


conditions make for variation in prac- | 
tice, certain general statements may be ve “ 
made concerning some characteristics”° 
of acceptable risks. ihe s 

The lender must be an incorporated)>"™ 
mortgage company. The mortgages)” ™ 
must be deposited with a trustee, who w it 
is suitable. Title insurance policel|™ . 
and fire insurance policies must like- a 
wise be deposited with him. The + 
Mortgage Company itself must gen-} 
erally not be engaged in any other ey 
business, so that its assets may not be : 
diverted in case of misfortune. a 

Mortgages must be first mortgages be hi 
on improved property. 

? Mr. Philip Sydney Rice, “The Purpose of 
Mortgage Bond Guarantee.” An article in The PY 
Casualty Insuror, December, 1925. closur 

*See “Guaranteeing Mortgage Bonds,” an be m 
editorial in The Casualty Insuror, September pany 
1925; P. S. Rice, “Purpose of Mortgage Bond It 3 
Guarantee,”” December 1925; “The Mortgage 
Guaranty Bond,” by J. W. Bristor, in the Weekiy|®2 8 
Underwriter Bonding Supplement, 1925; P. W.\it we 
Kniskern, in Weekly Underwriter Bonding Sup is no 
plement, 1926, comp 
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of the In the absence of other considera- 
ON ol sions, certain classes of property are not 
rm of acceptable. These include 
sed by theatres, hotels, churches, garages, 
Not ssrehouses, filling stations and other 
ays, ig property whose purposes are highly 
88 a) ecialized. Large apartment houses 
ithout  'e sometimes included in this list. 
iT patt The property is appraised by two 
yer to scinterested experts and the loan must 
Simi. sot exceed sixty per cent of such value; 
Isslie some cases, fifty per ceut is taken as 
Ospec- h limit. Practice makes the amount of 
'Y ibe loan nearer fifty per cent whatever 
cludes ihe established limit is. 
rantet The law of the state must not be too 
rantee umbersome with reference to fore- 
il and or rights of redemption by 
ite of . It must also be examined 
concerning mechanics’ liens and how 
ty ry they may affect mortgage priority. In 
sme states, title companies will as- 
local SUme these liens for a consideration. 
The issuing company must furnish 
vk the surety company with a complete 
satisfactory indemnity agreement. 
"|The surety is in no sense insuring the 
rated suet of the certificates against loss. 
case of default, the surety proceeds 
e is it would against any other princi- 
me Opinions vary concerning the rela- 
tion between the face of the guaranty 
jand the amount at risk. The confident 
he expectation of the surety company is 
it be that it will seldom if ever have to pay 
anything like the face value of any 
single obligation and that salvage will 
ABS be high. On the other hand it is 
: Pointed out that, if the bonding com- 
2 Th Pany has to protect itself at a fore- 
, the amount underwritten may 
” as be much smaller than what the com- 
a pany has to pay immediately. 
om It will be seen that what constitutes 
‘eekiy)*2 acceptable risk may be stated as if 
“Wlit were simple, and that it plainly 
Sup is not so. It is well known that 
competent and disinterested appraisers 
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of urban property differ widely in their 
estimates. Even if they agree, it is 
impossible to say how much they may 
be influenced by temporary speculation 
of operators in the market or by the 
temporary lack of it, and their estimate 
of future values, even those in the im- 
mediate future, might be found to be 
interestingly wrong. Rents fluctuate, 
legislatures sometimes interfere, and 
localities change. Many experts be- 
lieve that the real estate market is the 
one market that over a period of time 
cannot go any way but one. Curiously 
enough, they could find support for 
their theory in the writings of econo- 
mists who are eminently classical. 

Although the mortgage business is 
proverbially safe, it is not impossible to 
lose money at it. Now that it is com- 
ing to interest small investors so widely, 
any additional safeguards which may 
be thrown about it seem to be socially 
desirable. 

Those surety companies which have 
organized separate departments to care 
for their mortgage guaranty business 
have chosen men of wide experience 
in the mortgage fiela; they main- 
tain close relationships with title com- 
panies; they are endeavoring to secure 
a spread of the risk by two different 
methods, first, by making a large num- 
ber of loans in widely scattered cities, 
and second, by concentration on the 
issues upon property in specific cities 
where local conditions are known by 
experts to be favorable. Guarantees 
are not made wholesale, but one by 
one, and frequently the report of any 
single investigator concerning the issue 
is a lengthy document. Examination 
of loans presents all sorts of complica- 
tions; title insurance is not procurable 
everywhere, and in certain localities 
this insurance is not as broad as it is 
elsewhere, sometimes in consequence of 
legal decision and sometimes for other 
reasons. Other forms of insurance 
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} may be necessary besides fire and title guarantee construction-loan 
—wind-storm, flood and tornado for while others have found it profitable 
example. Recent changes in statutes do so. 

affecting mortgagors, or pending stat- There is evidence that the 
utes may affect the situation. It can companies interested in the 
be demonstrated that very profitable writing of mortgage securities an 
| business has been done with property proceeding to develop a technical ay; 
7 as a basis now under an excluded class— __highly specialized field which may by 
| ) hotels, for example, and applications very profitable. Should they bel sue. 


are constantly being made for an ex- cessful, no one may say what extension) own ¢ 
tension of the business to include such may be encouraged in the field ¢ casual 


property. Some companies refuse to suretyship. 
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Insurance Companies and Accident Prevention 
e 
By James S. Kemper 
ties ap President, Lumbermens Mutual Casualty Company, Chicago, III. 
ical ani 


May hy E have been told that every civi- 
be sue. lization carries the seeds of its 
tension/own destruction. One examining the PREVENTION 
field q/csualty records of our present “me- So with the accidental casualties 
chanical age” can well believe it. The peculiar to this era. Public opinion 
devator, which whisks us up and down has been focused upon them, and that 
geat heights and makes skyscrapers means the beginning of the end. Print- 
possible; the automobile, which has __ ing press and radio enable public opin- ft 
joken down provincialism and is_ ion so to marshall its forces that move- | 
ausing our globe to shrink with such _ ments of a magnitude that once would 
mazing rapidity; the machinery for have taken centuries now accomplish 
manufacturing these and the countless their purpose in a few years. Public 
other conveniences of our day—all have opinion will fashion the necessary tools 
taken great toll of human life and limb out of organization, science, business 
and of property in accidents. But and other present-day forces. Already 
whereas pestilences and the other they can be seen to be taking shape. 
sourges of bygone civilizations ran With them we will succeed in controll- 
their course unchecked, it is heartening ing accidental casualties and the pro- 
to realize that ours is no age of surren- __portionate figures will begin to decline 
der to fate. from the peak—indeed have begun to 
» Complacency sometimes delays us_ do so. 
in getting started, but once we are One more word of introduction is 
aroused we get at the cause of our necessary before discussing the part of 
trouble and eradicate it. Witness the insurance companies in accident 
tuberculosis. ‘There was a time when prevention. That word must concern 
sages shook their heads over the “white _ itself with the railroads and with the 
plague’’ and saw in its fearful ravages _ largest industrial plants, particularly in 
the doom brought upon a civilization the steel industry. The force of public 
that had moved indoors and forsaken opinion and the power of the sequent 
the open. Then science and common forces it sets in motion are aptly illus- 
sense came to the rescue. The guilty trated in the history of the railroad 
bacillus was studied and doctors, nurses “Safety First” movement. It can 
and the public successfully taught how only be touched upon here. An out- 
both to avoid and combat it. The raged public demanded the end of 
bedroom windows of the world were death-dealing train wrecks. Accelera- 
thrown open. Baseball, golf and other tion of double-tracking, installation of 
athletics for the masses were popu- automatic signals and improvement 
larized. The result has been to dwarf in coach construction ensued. At the 
the gigantic menace of that dread same time someone seized the phrase 
isease. There are indications that “Safety First” as a banner and apply- 
cancer similarly will be made to suc- ing the methods now so common in 
cumb. “drives”’ organized railroad employes 
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into committees to curb accidents and 
started them marching. The results 
were striking. It is not uncommon 
now for a huge railroad system to go a 
year or longer without a passenger- 
death. The big industries, which had 
already created safety engineers and 
begun in a large way to install mechan- 
ical safeguards, quickly utilized the 
employe-organization principle with 
success. It is a somewhat grotesque 
fact that the next great heightening of 
interest in accident prevention should 
have come as a by-product of the World 
War with its millions of fatalities 
abroad, giving rise to the cry to con- 
serve man-power for the essential in- 
dustries at home. Such was the case, 
and in the publicity then and since 
given the subject one may note the 
emergence of the insurance companies 
as a dominant factor in accident pre- 
vention. 


Ruse or INsuRANCE COMPANIES 
For decades there has been taking 


place in the great business of insurance 
an evolution in basic principle. The 
emphasis has been shifting from in- 
demnity to prevention, so that the pre- 
vention of misfortune as well as the 
mitigation of the effects of misfortune is 
the recognized goal. With this shift, 
this altered conception of the funda- 
mental purpose of insurance institu- 
tions, it is natural that the insurance 
companies should be found in the fore- 
front of the national and international 
movements to minimize the now ap- 
palling casualties incident to our 
“ peace-time” industrial and social life. 

While general public interest in acci- 
dent prevention centers upon its hu- 
manitarian aspects and while it would 
be unfair not to say that the activities 
of the insurance companies in this 
direction are powerfully motivated by 
humanitarian considerations, there are 
other inherent factors that have influ- 


enced the companies. These faeto| 
apply to all lines of casualty ins yices— 
but we will consider, for example, the Ratin 
effect as a stimulus to accident pre Sch 
tion in connection with workmen’s¢g| ghich 
pensation insurance in particular, Qy) gyera 
of them is the fact that it is advay) jp wh 
tageous for insurance companies {| of di 
transact business upon a falling log) ghict 
ratio. This would not necessarily jy) yal”! 
true if rates could be altered in concyp. the 
rence with experience, but since that 
impossible and since rates cannot wel, safet: 
be predicated on the experience for a two ] 
given period until several years afte, chine 
that period, it behooves the casualty, ofter 
insurance carrier to force the loss ratio) pum 
down year by year. This calls for acei-| most 
dent prevention. plan 

Then there is the urge of rates—of; char 
price. Increasing overhead costs and| This 
the common impulses that comped| T 
growth call for an increasing volume of | cord 
business. The companies as a whole vari 
must make insurance attractive by} wi 
keeping the rates down or they will not | ting 
grow as they should. To keep the} or | 
rates down necessitates keeping the loss | the 
ratiodown. That in turn means keep. whi 
ing the accidents down by constructive 
measures of prevention. At this point 
another powerful influence is brought 
to bear—Merit Rating. 


Merit Ratine System 


Obviously, it is desirable to permit 
modification of the rates downward in 
the case of those risks which are out- 
standingly good risks, which have con- 
sistently favorable loss records, which 
by one method and another eliminate ; 
and reduce the hazards and chances for 
loss, and to permit modification of the 
rates upward in the case of those risks 
of which the reverse is true. To effect| P 
this modification justly and properly 
there has been evolved in the casualty | ~ 
insurance business the system of Merit — 
Rating. This is a general term to 
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e cover two specific and distinctive de- 
ns «ses—Schedule Rating and Experience 


Rating. 

: Preven} Schedule Rating is the operation 
N’Scom| which produces rates higher than the 
ar. Oy! sverage or manual rates for those risks 
advan, jp which more than the average number 
ies )| of dangerous conditions exist, and 
ing lox, which produces rates lower than “man- 
arily be yal” for those risks which have reduced 
Concur. the physical hazards by machine 
that jy) guards, other safety devices and plant 
ot wel safety committee organization. But 
e for a | two plants, with similarly guarded ma- 
3 after chinery and the same number of men, 
ual fen show a great difference in the 
ratio, number and cost of accidents. So in 
T acci-| most states it is now possible, if the 
plant is big enough, to obtain a further 
es—oj change of rate due to past experience. 

S and) This is called “Experience Rating.” 
ompel| The rate manuals classify risks ac- 
me of; cording to the relative hazards of the 
whole} various industries and businesses, and 
e by| within those classifications further dis- 
not | tinguish between occupations of greater 
) the| or less hazard. Schedule Rating fur- 
e loss ther subdivides or re-classifies the risks 
ceep-| which in the regular manual are under a 
ctive| single rate. In two manufacturing 
int plants of like size turning out similar 
ught | products there may be wide variance in 
the factors influencing casualties to 
, employes. These factors have been dis- 
_ | tinetly isolated by the researches con- 
mit | ducted by the insurance companies into 
Jin! the vast amount of data they have col- 
uut-/ lected. The researches have shown, 
on-| for instance, that the sources of acci- 
ich | dents covered under workmen’s com- 
ate pensation insurance are approximately 


for | as follows: 

Per Cent 

ct | Power transmission apparatus (gears, belts, 

ty Driving mechanism....... ........... 1 


af Point of operation (the part of a machine 
___ where the work is actually inserted and 
to maintained in the processes of forming, 
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shaping, stamping, sawing, cutting, etc.) 55 
Other moving parts of machines........ 7 
Unclassified insofar as machinery is con- 

cerned (preventable if at all by super- 

vision, education, medical attention, 


Going back to our comparison of the 
two plants, each may have the same 
number of rip-saws, for instance. How- 
ever, one may have all of its saws effi- 
ciently guarded and the other may have 
only part of its saws guarded, and those 
not in the most efficient manner. Fur- 
ther, the one with the better guarding 
may also have, and the other not have, 
rigid rules requiring the constant use of 
the guards provided, means of training 
new employes in the safe operation of 
the machines, a plant safety committee 
and boards for posting safety bulletins. 
Scheduling of these conditions results in 
rewarding the better protected plant 
with a reduction in rates and penalizing 
the less well-protected one by an in- 
crease in rates. Thus a powerful in- 
centive is provided for accident preven- 
tion work, the ramifications of which we 
will discuss later on. 

In passing it may be noted that in 
many cases the rate reward does not in 
itself ever directly compensate the in- 
sured for the expense of the guards and 
other safety work. Yet he is amply 
repaid in the by-products of a reduced 
loss ratio. He is repaid because he has 
fewer of the incidental losses that follow 
accidents. He avoids (1) decreased 
production due to the absence of reg- 
ular employes; (2) inefficiency of new 
employes and psychological bad effect 
of casualties on other employes; (3) 
labor turnover costs, including train- 
ing of new employes; (4) increased 
overhead costs on account of idle ma- 
chinery and decreased volume of pro- 
duction; and (5) spoilage of material 
by new employes. 

After the factors which enter into 
Schedule Rating have been given effect, 


= 


| 

| 
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there remains a degree of control over 
casualties through management, organ- 
ization, education. Thus, even if the 
two plants which we mentioned in the 
foregoing did have identical rates after 
schedule rating, their respective loss 
ratios over a period of years might show 
marked differences. Experience rating 
takes these facts into consideration. 
Compensation insurance premiums are 
figured on the employer’s pay-roll. For 
the purposes of experience rating the 
proportion that the losses paid bears to 
the pay-roll is determined. Then by 
actuarial methods there can be estab- 
lished a revised rate giving credit where 
good supervision and morale have re- 
sulted in an under-average loss ratio, 
and vice-versa. Schedule rating em- 
phasizes the physical factors that affect 
accident frequency, but experience rat- 
ing is influenced also by the moral and 
psychological ones. Both have given 
tremendous impetus to the promotion 
of systematic, organized accident pre- 
vention activities. There is no doubt 
that employers and insurance compa- 
nies alike would take a lively interest in 
accident prevention even had merit 
rating never been introduced, and 
would be influenced by humanitarian 
considerations to carry it forward, even 
though financial considerations were 
not involved. It is equally true that 
merit rating has been an important 
influence in developing accident pre- 
vention work by insurance companies 
to its present scope. 


PRESENT Score IN PREVENTION WorK 


That scope is amazing from what- 
ever angle it is viewed. It was only 
forty years ago that the first American 
casualty company—a mutual in Massa- 
chusetts—was organized. That com- 
pany was the outgrowth of what is 
generally known as the factory mutual 
system of insurance. This system, 
which originated among the cotton mill 


owners of New England, first j 

rated in this country the theory th 
loss prevention was equally as impo. 
tant as indemnity. It was natup) 
then that the new mutual casualty 
company embarking in the then untriej 
field of employers’ liability insurang 
should have adopted as an essentig| 
part of its program the inspection and 
selection of its risks. The innovation 
occasioned some ridicule at the time 
Today the companies have thousand; 


of inspectors, and millions of dollars ar | 


spent annually for safety work. 

In casualty insurance companies and 
particularly in those doing a relatively 
large amount of workmen’s compensa. 
tion insurance business, no department 
of the organization is considered mor 
important than the inspection and 
safety department. In addition to the 
standardized and routine activities of 
the regular safety inspectors, a 
compensation carrier may have a va- 
riety of other safety enterprises. For 
instance: Illustrated safety bulletins 
showing the right and wrong way, safe 
and unsafe way, to do various jobs are 
circulated and posted regularly. A 
central safety committee at the home 
office of the insurance company regu- 
larly studies the accidents that have 
been reported, to devise ways and 
means of preventing their recurrence, 


and supervises the work of similar plant | 


safety committees maintained among 
the assured’s employes. 

Magazines are provided for the ben- 
efit of employers, illustrating safety 
devices and guards, describing accidents 
and telling how they might have been 
prevented and guiding the employer 
in the safety education of his employes. 
Letters are written to foremen and 
superintendents directly. Badges and 
other devices are employed to stimu- 
late interest in the safety committees 
on the part of the employes. Meet- 
ings of employes are held, and even 


ERE 


0 


~ 


| 
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meetings to which their families 
are invited to bring to bear the 
influence of the home in urging work- 
men to greater carefulness. At these 
meetings stereopticon pictures and 
even motion pictures are shown to illus- 
trate safe and unsafe practices. In a 
word, to safety education a continuous 
stream of safety propaganda is devoted 
and directed. Results are constantly 
accruing and testify to the success of 
the efforts. In the campaign, use is 
made of the most effective devices of 


| modern publicity. Humor and novelty 


areemployed. If they are justified in 
selling shoes and breakfast food, why 
not in saving lives? 

If in the foregoing the vitally impor- 
tant subject of machine guarding is 
apparently dismissed with undue celer- 
ity and the emphasis apparently placed 
too strongly on the educational side of 
accident prevention, reminder may be 
given in explanation that in the move- 
ment for industrial safety, the first 
point of attack was the unguarded ma- 
chine and other hazards susceptible 
to guarding. That was natural and 
proper. These were the obvious causes 
of accidents; the causes could be re- 
moved and the accidents could be pre- 
vented. It has been done to a con- 
siderable degree. Lives, limbs and 
property of incalculable worth have 
been saved. But still accidents con- 
tinue. Why? Because there is a sec- 
ond line of trenches to be taken. In it 
are carelessness, heedlessness and 
thoughtlessness—the human element. 
The human element will always be 
there, but it can and will be educated 
so that accidents due to this cause will 
be minimized. 

In studying “preventable accidents” 
over a period of years, we have seen the 
percentage of accidents that could have 
been mechanically guarded against de- 
crease and the percentage preventable 
by care increase strikingly. An ex- 


ample of prevailing conditions is found 
in a recent study of accidents reported 
during a year in a certain state by ten 
lumbermen who are workmen’s com- 
pensation insurance policyholders. Of 
630 accidents only 129 were in con- 
nection with machinery. The re- 
maining 501 included 146 while 
handling material, eighty-eight splin- 
ters, seventy-five from falling objects, 
sixty-five cases of slipping and falling, 
forty-eight injuries from nails, twenty- 
one from hand tools and so on—most of 
them preventable by care. 

While workmen’s compensation in- 
surance and the related employers’ 
liability line afford the most conspicu- 
ous field for accident prevention work 
on the part of insurance companies, 
other lines of casualty insurance are not 
lacking in interest in this regard. For 
instance, there is public liability insur- 
ance, affording indemnity against loss 
because of damages received by the 
public for accidental injury or death. 
In the case of manufacturers and build- 
ers, pedestrians must be protected 
against falling objects, obstacles in the 
shape of material piles, and conveying, 
hoisting and other machinery. In 
stores, theatres and other public places 
the safety work emphasizes the need for 
adequate exits, protection against fire 
and similar precautions. 

In such lines as steam boiler, fly- 
wheel, engine-breakdown and elevator 
insurance, it is noteworthy that the 
accident prevention and _ inspection 
work is actually regarded by the policy- 
holders as of primary importance and 
the indemnity secondary. Inspection 
work of this kind carries grave respon- 
sibility and requires uncommon ability. 
For it the insurance companies have 
developed specialists on whom the pol- 
icyholder depends to determine, for 
example, the pressure a boiler will 
safely stand or the load an elevator will 
safely carry. 
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In two of the most important branch- 
es of casualty insurance, the problems of 
accident prevention are quite different 
from those in workmen’s compensation 
and the other lines we have discussed. 
These two are personal accident and 
automobile insurance. In them the 
approach is very difficult. Here it is 
that the whole general public must be 
educated. In personal accident insur; 
ance some progress can be made with 
letters and bulletins by calling the 
attention of individual policyholders in 
a striking way to outstanding hazards. 
As yet the companies having a large 
volume of this class of business have 
not emulated the huge life insurance 
companies that have boldly—and suc- 
cessfully—undertaken in periodical ad- 
vertisements, reinforced with booklets 
and other printed matter, to prolong 
the life of the public in general by 
teaching lessons of hygiene and right 
living. Some of this propaganda is 
directed against causes of accidental 
death and so is helpful to the companies 
that carry accident insurance. The loss 
prevention work of the fire insurance 
companies also is of advantage to the 
casualty insurance companies, in that 
prevention of fire may mean also pre- 
vention of loss of life by fire and 
panic. 

Automobile accident prevention is a 
tremendous problem of great public 
interest. Despite the difficulties of 
approach, the problem is being vigor- 
ously grappled with, and in the struggle 


‘the insurance companies have a promi- 


nent place. No small amount of in- 
spection and educational work is 
directed to policyholders, particularly 
those with “fleets” of automobiles and 
trucks. Letters and posters call atten- 
tion to hazards and illustrate safe and 
unsafe driving. Bulletins are put up in 
garages. Drivers are instructed in 
classes and provided with manuals 
teaching them the methods of safe 
operation of motor vehicles. Much of 


the advertising of the automobile jp. 
surance companies couples accident 
prevention appeal with “sales talk,” 
The problem of street and highway 
accidents is one that is engaging the 
attention of leaders in many other lines 


of endeavor as well as in the insurang | 


world. Countless municipal, city, state 
and even national bodies have been 
created to cope with automobile agg. 
dents and devise ways and means of 
preventing them. Among these is the 
National Conference on Street and 


Highway Safety brought into being by | 


the Secretary of Commerce. Its chief 
accomplishment is the so-called Uni- 
form Vehicle Code of Laws governing 
motor vehicle licensing, registration 
and operation. This code is intended 
for enactment in all the states of the 
Union. In it are combined the best 
features from numerous state and mu- 
nicipal codes. The selection was made 
after many meetings and exhaustive 
study by committees included in whose 
membership were the leading experts of 
the country in all matters affecting the 


operation, maintenance and use of © 


motor vehicles. Without doubt the 
present relatively lax observance of 
rules and regulations affecting motor- 
ists in no small measure arises from the 
confusion of laws in adjoining munici- 
palities and states, making their en- 
forcement exceedingly difficult. 
scarcely be doubted that the wide- 
spread enactment of the Uniform 
Vehicle Code, with its wisely chosen pro- 
visions, capable of consistent enforce- 
ment, will force sharp reductions in our 
national automobile accident ratios— 
by enabling tourists to know and obey 
the law wherever they may be; by de- 
priving incapable, reckless and crimi- 
nal drivers of the right to drive; by 

Wauat Massacuusetts Is Dorne 

As this is written an interesting ex- 
periment in legislation is commencing 


Itcan | 


| 
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in Massachusetts where a so-called 
“Compulsory Automobile Insurance 
law” has become effective. In that 
state no one can get an automobile 
license who has not guaranteed his 
liability for damages on account of per- 
sonal injury or death of others. Pro- 

ts of legislation of this type be- 
lieve that it will incidentally have the 
effect of preventing accidents. Oppo- 
nents point out that there seems to be 
reason to believe that compulsory 
automobile insurance may increase 


rather than decrease accidents. Of the 


limited world experience available the 
Swiss is probably the most comprehen- 
sive. The one outstanding indication 
with respect to compulsory automobile 
insurance in that country is that it has 
considerably increased the number of 
accidents. It cannot be presumed that 
compulsory automobile insurance will 
tend to make drivers more careful, 
indeed the reverse is highly probable. 
Compulsory automobile insurance will 
have no effect on accidents caused by 
pedestrians, and careful investigation 
has disclosed that pedestrians are re- 
sponsible for nearly as many accidents 
as automobile drivers. Compulsory 


automobile insurance may through the 
operation of the insurance policy can- 
cellation feature operate to deprive the 
careless and reckless driver of the use of 
the highways. It is a new experiment 
in legislation. Time alone will deter- 
mine its advantages and disadvantages 
as a means of accident prevention. 


CONCERTED ACTION 


Unquestionably, accident prevention 
both industrial and as applied to our 
streets and highways is one of our great 
national problems. As such it is 
worthy of our most intelligent study. 
Tremendous strides have been made in 
the past decade in efforts looking to- 
ward a solution of the question. While 
insurance companies were probably the 
first to realize the seriousness of the 
situation and still are in the forefront 
from the standpoint of financial con- 
tributions, it is significant that today 
civic leaders in every line are lending 
their efforts toward a diminution of our 
accident toll. It is inconceivable that 
with unanimity of purpose and effort 
and conscientious attention by these 
great forces a substantial improvement 
in the situation cannot be attained. 
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Modern Trends in Accident and Health Insurance 


By Austin J. LL.B.' 
General Counsel, Maryland Casualty Company; Fellow Insurance Institute of America 


HE development and progress of 
Accident and Health Insurance is 
a story of human ingenuity in con- 
flict with a stubborn insurance prin- 
ciple. The principle has not changed. 
It is as grimly present today as it was 
two centuries ago when the Friendly 
Societies of England and the Conti- 
nental Trade Guilds sought not un- 
successfully to solve the problem by 
surrounding the right to benefits with 
traditional caste and occupational 
checks and balances. It is as grimly 
present today as it was a century 
thereafter, when the Accidental Death 
Insurance Company of London learned 
that an allowance of “‘ten pounds for 
medical attendance during injury” did 
not, as was fondly expected, expedite 
recoveries, with resultant savings to the 
Company, but rather was played 
against the Company by the physician 
to increase his fees, and by the policy- 
holder to increase the duration of 
weekly payments; and when the enter- 
prising but not particularly scientific 
health and accident companies or- 
ganized in Pennsylvania, Massachu- 
setts and New Jersey learned that 
unguarded risk selection plays havoc 
with calculations based merely upon 
the general law of averages. It is as 
grimly present today as it was in the 
sixties, when the limited and guarded 
accident coverages, and in the nineties, 
when the still more limited and guarded 
health coverages first laid the real 
1 The writer desires to acknowledge his in- 
debtedness to Mr. F. L. Templeman, Manager, 
Accident & Health Department, Maryland 
Casualty Company, for constructive criticism 
and other valuable assistance in the preparation 
of this article. 
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foundation for today’s diversified jp. 
surances; and as it will be until the 
trumpet of the Angel Gabriel shall 
render insurance principles, and cover. 
ages more or less adapted thereto, 
equally vain. 

We can never entirely hope to cir- 
cumvent the fact that insurance, if it is 
to be within the financial reach of the 
person whose lack of financial solidity 
and stability is largely the justification 
for its purchase, if it is to be satis- 
factory to him when it shall have been 
purchased, if it is to be reasonably 
profitable to the company which sells it, 
must be calculated inter alia upon a 
hazard which is susceptible under every 
aspect, and in its totality, of approzi- 
mately accurate mathematical calcula- 
tion! That the disability hazard under 
accident policies, under health policies, 
and under combination policies is not 
in esse and per se so calculable, ac- 
counts in part for the discrepancy be- 
tween annual life insurance premiums 
of some two and one-half billion dol- 
lars and annual accident and health 
premiums of some thirty million dol- 
lars,—a discrepancy which becomes the 
more astounding with a realization that 
the average occurrence of disability in 
ratio to insurable population is tre- 
mendously higher than the average oc- 
currence of deaths in any given year. 
The difference lies in the ease and suc- 
cess of the adaptation of the insurance 
to the controlling principle in the one 
case and the difficulty of adaptation in 
the other, and is a most practical 
exemplification of the aphorism that 
figures (when they can be had) do not 
lie, and, by reversion, of the contrary 
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iendency of human nature in posses- 
gon of an insurance policy upon which 
there is a claim of variable value. 


Mopern TREND 


Out of the never-ending conflict with 
this principle has come the series of ad- 
justments and readjustments which 
constitute the chronological saga of ac- 
dent and health insurance, which 
how a constant progress not relatively 
qualled by the progress in any other 
jne, and which speak for a future con- 
inuity in development to a state much 
yarer perfection than could have 
gemed possible to the weary but never 
disheartened workers of forty or even 
thirty or even twenty years ago. 

The modern trend is unquestionably 
atrend of progress. We have come a 
ng way from the hesitant tentative of 
the first English company which so 
bravely relied upon the curative virtues 
ofa medical allowance; and that is but 
eventy-five years behind us. We have 
cme further and much faster from the 
der covering some eight or more 
diseases issued as an endorsement to an 
weident policy which blazed the trail 
to our present forms, and that is little 
more than thirty years behind us. 
And, incidentally, while life premiums 
md health and accident premiums 


sand in the ratio of more than $80 to 
‘$l, the ratio of increase in the past ten 


years is in favor of the latter by two to 


one. 
The modern trend is unquestionably 
a trend of adaptability. Willingly, 
through innate wisdom, or unwillingly, 
through pressure of competition, all 
forces are working to the end that the 
needs of the policyholder shall be ade- 
quately served. The end is not yet, 
but there is an end which will serve 
both the companies and the assured; 
and, perhaps gropingly, but always 
inedly, we are working toward it. 
The modern trend is a trend of 
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simplification and certainty. Simpli- 
fication in policy forms; certainty in 
benefits; an unhesitating determination 
to provide a dollar’s worth, to deliver 
the dollar’s worth, and to collect the 
dollar. Adaptability, simplification 
and certainty, summed up in “‘prog- 
ress,” sufficiently serve to epitomize 
the modern trend and to indicate its 
underlying soundness and vitality. 
This process of growth by adjustment 
and readjustment has manifested itself 
in many apparently trivial and un- 
related details, the sum of all of which, 
however, is impressive; and one or two 
of which, as for instance, life indemnity 
and the noncancellable policy, are 
really of outstanding significance. 


EXPERIMENTS 


When, years ago, it became obvious 
that insurance against accidental death 
and against disability resulting from ac- 
cidental injury and sickness was a 
needed and marketable commodity, it 
soon became equally obvious that in 
devising, marketing and complying 
with the essential coverages—which, 
after all, in themselves were relatively 
simple—conditions existed which had 
not been thoroughly or at all antici- 
pated and allowed for, and which were, 
in those days of the beginning, per- 
haps, not susceptible of complete an- 
ticipation. The insurance companies 
found it easier to propose than to dis- 
pose. In course of time, with better 
organization, as experience became 
available on a wider and wider basis, 
and more thorough and practical statis- 
tics were compiled, the unfavorable 
conditions were better understood and 
better guarded against. But the fact 
remained, and remains today, that 
after the happening of the initial event, 
the accident or the sickness which 
brings the disability coverage of the 
policy into play, the ultimate outcome 
—the ultimate payment—the ultimate 
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loss—depends upon the moral stamina 
as much as upon the physical qualities 
and condition of the assured; depends 
upon the skill, knowledge and integrity 
of attending physicians; depends upon 
the promptness and co-operation of the 
assured with respect to treatment, and 
upon other like factors, which need not 
be the same in any two otherwise 
similar cases, and which, as they vary, 
affect beyond possibility of scientific 
check or ex post facto control, the for- 
tunes of the company. These varying 
and variable conditions and possibili- 
ties have tremendously influenced and 
have seriously retarded the growth of 
the business. 

Recurring again to the classic in- 
stance above cited of the London 
Company’s provision of ten pounds for 
medical fees: upon every reasonable 
theory that provision should have 
operated to the physical benefit of the 
assured and to the financial benefit of 
the Company; perhaps it did operate to 
the physical benefit of the assured, but 
not to his moral benefit and not to the 
Company’s financial benefit, but the 
contrary. As a consequence, it was 
abandoned. Years later, when the 
companies were better organized for the 
selection of risks, for the control of 
medical attendance, and for the investi- 
gation and adjustment of claims, the 
factors of physical benefit to the as- 
sured and financial benefit to the com- 
pany took on an added value and im- 
portance outweighing the deterrent 
factors; and the medical fees were re- 
stored to the policy, and others, such as 
hospital and nurses fees and the like, 
were added thereto. 

But in the meantime, the factors of 
uncertainty, the ultimate extent and ef- 
fect of which were within the control of 
the assured and not of the company, 
were still affecting the development of 
the various lines. The problems 
thereby presented were solved by one 


pany in a different way; su 

benefits were provided under the ingy, 
ing clause, so-called, of the policy, and 
as therein provided, were in the cond 
tions and exceptions so hedged aboy 
with limitations, so qualified, as in g 
most every instance to be diminishes 
and in some to be aborted. Conditiog, 
were such that it required a combing 
tion of the talents and skill of a gram. 
marian, of a lawyer, and of a physician 
to determine in advance just what th 
policy offered under any given cond}. 


company in one way, by another con) 


tion. And even so, the guess of om! ; 


expert was as good as the guess of ap. 
other; added to which, in instances and 
by certain companies, efforts wer 
made to handle the situation before th 
loss by a sliding scale of premiums; and 
by others, after the loss, by close and, 
in some instances, shady processes o 
adjustment. 

Nevertheless, here and there, under. 
writers of outstanding ability, of sound 
vision, and the courage of their convie. 
tions, were experimenting with exten. 


sions of coverage and the effect a} 


scientific and consistent risk selection 
and adequate and informed claim ad- 
justments upon the deterrent and other- 
wise uncontrollable factors, and gradu- 
ally the accident policy was extended 
to cover practically every character o 


accident with limitations directed only } 


to the effect of pre-existing, concurrent, 
or subsequent bodily diseases or in 
firmities upon the extent or duration of 
disability; and the health policy, from 
the half dozen or more of specific 
diseases first covered to a general 
coverage, subject only to limitations 
directed to pre-existing and existing 
physical conditions. 


State AcTION 
During this period, the insurance de- 


partments of the states had been’ 


awakening gradually to the existing 
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4} ment of policyholders, the ensuing un- 


» nd! happiness of the companies, and the 
© condi} more or less general dissatisfaction upon 
d abou the part of the insuring public. Ac- 
Nal) ordingly, upon the basis of the stand- 
unishel| ards set by the more advanced and 
idition| enterprising companies, the states be- 
mina. gan to enact the so-called standard 
+ gtam-| provisions law, the effect of which was 
ySiclan| to reduce to some degree of uniformity, 
hat th! st least, the operation of the various 

condi-| »9verages and to protect policyholders 
Of one in the more fundamental of their rights. 
Of an-| And in due course, some twenty-eight 
eS.and) of the states have adopted essentially 
} Wert) similar standard provisions laws. The 
ore the} standard provisions, however, while 


serving a valuable end, tended rather 
to affect, regulate and secure the rights 
of the policyholder after the event of 
loss than to assure him a basic, satis- 
factory coverage. With respect to 
the formulation of the basic coverage, 
the companies have been left to follow 
pretty much their own devices. It 
may be said with reasonable pride that 
they have been by no means remiss in 
the performance of what amounts to a 
vital duty. Policy provisions have 
been simplified and clarified to a point 
where the contract, though perhaps 
_ longer than in its earlier forms, is very 

much clearer and does actually deliver, 
when the occasion arises, a pre-under- 
standable and an easily determinable 
benefit. Adjustments are made with 
admirable consistency upon the estab- 
lished basis and to the satisfaction of 
the policyholder. As conditions which, 
in the earlier stages were necessary for 
the protection of the company, have 
been found in view of better knowledge 
and sounder and broader facilities of a 
later day to have become unnecessary 


for the company and unduly burden- 


’ some to the assured, they have been 


revised or abandoned. 
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1€ Com) tyrmoil and confusion, the resultant 
is} variances in court decisions, in treat- 
1€ insyr 


ConpITIONs OF DISABILITY 


An outstanding instance is the here- 
tofore well nigh universal prerequisite 
of house-confinement as a condition for 
the payment of total disability benefits 
under both accident and health policies. 
At one time, that was considered to be 
almost the only certain, open and visi- 
ble test of total disability, and perhaps 
it then was. But experience showed 
that it did not always protect the com- 
panies against the dishonest policy- 
holder; that it was in many instances 
unfair to the honest policyholder; and, 
accordingly, that it was neither an ac- 
curate nor an infallible measure of 
total disability. Sentiment upon this 
point has now apparently crystallized; 
and, while house-confinement is still a 
useful test in certain instances, and is 
retained for the special and low-priced 
coverages in which it serves an economic 
purpose, its use as a universally es- 
sential limitation is believed to have 
been finally abandoned. 

There has been a somewhat similar 
history with respect to the once rigid 
requirement of immediate, total and 
continuous disability as a condition 
precedent to the payment of specific 
benefits; and the representative policies 
are today more liberal in this respect. 
The period within which the specific 
loss, or the death, must occur, is 
gradually being lengthened without re- 
gard to the intervening disability; and 
the provisions indicate a praiseworthy 
effort to make the policy as elastic and 
responsive to variable conditions as 


ordinary prudence, based upon the 


story of experience, will permit. 

It is interesting to note the effect 
upon the business of the fact that the 
accident policy was primarily designed 
to cover the loss resulting from ex- 
traordinary hazards, as for instance the 
railroad ticket policy with which the 
one great company which has been 
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operating continuously since 1863 en- 
tered the field. As the policies were in 
due course extended to cover all classes 
of accident, the special hazard of travel 
seemed to have lost its significance. So 
real a need and so tremendous a talking 
point were not, however, to be always 
overlooked, and some thirty years 
later, in 1895, or thereabouts, the 
original principle was again discovered 
and applied by the expedient of doubling 
the benefit for death and disability 
resulting from travel upon certain 
classes of public conveyance. Recent 
years have seen an extension of the 
additional benefits to accidents occur- 
ring in public buildings, during fires, 
and the like, with, indeed, a provision 
for triple benefits in certain cases; have 
seen also the development of special 
forms for the extra hazards of daily 
existence under the strains and stresses 
of modern civilization; and the now 
widespread use of the identification 
provision, under which the companies 
pay, usually within a limit of $100, the 
expense necessary in case of accident, 
to transmit information, and to place 
the assured in the hands of his family 
or his friends. While this is past and 
present history, it is none the less 
indicative of ever-present seeds of 
growth which will germinate as occasion 
requires, and upon which the future 
may be predicated. 

The waiting period, as a period of dis- 
ability precedent to payment of bene- 
fits, has again become a factor of im- 
portance, as a check or control upon 
other factors which are in and of them- 
selves not readily controllable. Ap- 

»parently by way of being abandoned, it 
has again manifested its vital force. It 
is a device by means of which better in- 
surance may be provided at a lower 
rate; it is an obvious aid in the difficult 
process of risk selection under health 
coverages; and it is a sine qua non of 
sickness benefits under the life in- 
demnity and noncancellable forms. 


COVERAGE AND INDEMNITY Basgs 


Opinion and treatment of the cha. 
acter of accident upon which accidey. 
benefit coverage shall be based is stil] ip 
a state of flux. The original policie 
covered, more or less, death or dis. 
ability resulting from “personal injury 
by accident.” The courts, in their ip. 
mediate and eager application of the 
rule that a contract, if it be for cop. 
struction at all, is to be construe 
against that one of the parties therety 
which dictated its content and terms 
early showed the companies that they 
had inadvertently covered too much 
ground. There followed an effort to» 
define, limit and circumscribe the word 
“accident” as to hold the coverage 
within the scope of its primary intent; 
and out of that effort has grown the 
great bulk of accident insurance litiga- 
tion. The device of limitation which 
best withstood attack was found in the 
cover-phrase,—‘‘accidental bodily in- 
juries effected independently and ex- 
clusively of all other causes through 
external, violent and accidental means.” ' 
Under such a clause it is indeed difficult 
to recover for any event which is not in 
fact and in truth an “‘accident.” No 
more effective phrase has been in- 
vented. And in the early days sucha 
limitation was an utter necessity. 
Slowly, however, it was realized that, | 
with careful basic underwriting, in- 
telligent risk selection, and competent 
adjustment, the rigor of the clause 
might perhaps be somewhat abated, at 
least in the forms of comprehensive 
coverage and universal appeal; and 
here and there the ocular and demon- 
strable proofs (proofs independent of 
results) established by the words “vio- 
lent” and “‘external” were abandoned, 
and, again, the tests of pure accident, 
established by the words, “independ- 
ently and exclusively of all other’ 
causes”’; so that there are many forms 
which now cover “bodily injuries ef- 
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fected independently and exclusively of 
all other causes directly through ac- 
cidental means,” and sqme which cover 
“accidental bodily injuries,” the cover- 
ages, of course, including resultant 
death. It is too early to predict the 
ultimate development in this direction. 
The elimination of unduly restrictive 
qualification upon coverage is an end 
devoutly to be sought. But, after all, 
the fundamental line between the re- 
sults of accident on the one hand, and 
upon the other, of accident and disease, 
or of disease alone, must be observed so 
long as there are separate or even dif- 
ferent benefits provided for the re- 
spective disabilities. And, inasmuch 
as the division seems to be as funda- 
mental as the demarcation, and the 
need for separate coverages inherent in 
the business, it would indeed be a 
temerarious assault upon the prophetic 
verities to predict any further immedi- 
ate appreciable advance along this line. 

The ultimate treatment of the ac- 
cumulated benefit is likewise a matter 
of uncertainty. Devised as a means to 


| provide the assured with a substantial 


interest in the continuance and renewal 
of his policy, it developed the rather 
natural evil, that upon any renewal 
date the policy might be placed in an- 
other company and by it endorsed to 
provide the sum of the earned accumu- 


' lation, so that the transfer would cost 


the policyholder no additional benefits, 
the right to which had accrued under 
the policy. In some states the very 
valid objection was urged to this pro- 
ceedings that it constituted discrimina- 
tion and rebate; and departmental ef- 
fort was made, here and there, to force 
a discontinuance of accumulations. 
While this was not successful, it re- 
sulted, upon the part of many of the 
companies, in the addition of the full 
accumulation to the face of the policy 
as of date of issuance. In some forms, 
generally, and by some companies for 


special forms, the original plan is still 
followed. The part it plays in the 
scientific scheme of accident and health 
insurance is perhaps of questionable 
value, and probably the future will not 
be greatly concerned with it. 

The vitality of the business, its 
universal appeal, and its economic pos- 
sibilities are indicated by the adapta- 
tion of many of its principles by the 
leading life companies for use in con- 
nection with life insurance, as exempli- 
fied by provision for double benefits in 
event of accidental death, period pay- 
ments in event of total disability, and 
acquittal of liability for further premi- 
ums under like conditions. And upon 
this point, the furore created by various 
newspapers of national reputation, in 
the sale of restricted policies as an 
incident to term subscriptions, is not 
without interest. While sporadic and 
perhaps insignificant considered as a 
separate development, the result has 
been a tremendous advertisement, out 
of which will grow a future demand. 
Insurance helps to sell itself. The 
more insurance the more insurance. 


SPECIALIZED INSURANCE COVERAGES 


The adaptability and responsiveness 
of the business is illustrated in the 
variety of coverages designed for special 
uses and purposes. Of significance are 
the special automobile policy, which 
sells for a premium well within the 
reach of the entire membership of the 
insuring public, which covers effectively 
against the special but ever-present 
hazard of injury or death through the 
agency of motor vehicles; and the 
similar travel accident policy, which 
covers against the special hazards in- 
cidental to traveling. These forms, by 
virtue of the limited class of accidents 
covered, are sold practically to all alike, 
without reference to the ordinary 
classifications. 

Of perhaps even greater future im- 
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portance is the deferred payment policy 
which is adapted to meet conditions 
arising upon the unparalleled extension 


of credit purchases on the instalment 


basis. This coverage is designed to 
protect the purchaser upon credit in 
the periodical payments, which his con- 
tract of purchase compels him to make, 
and which, by reason of loss of income 
from accident or sickness, he may be 
unable to make. Designed to relate 
solely to the protection of deferred pay- 
ments, it is narrower in scope as re- 
spects period of coverage and duration 
of payments than the ordinary policy, 
and hence can be sold at a greatly re- 
duced premium, but nevertheless serves 
exactly and adequately the purpose of 
the purchaser. Used first in connec- 
tion with the purchase of automobiles, 
it has gradually been extended to cover 
all important classes of deferred pay- 
ment. In this category likewise be- 
longs the group accident and health 
policy, which has been developed to a 
point where it is adaptable to almost 
every necessary use and purpose; which 
simplifies the sale of such insurance, 
tends to place it where it is most needed, 
and to reflect in a reduced premium the 
savings effected to the companies by 
what is, after all, a form of wholesale 
insurance. Experiment is being made 
with similar special forms for hospital 
and nurses’ benefits, which promise to 
supply a definite need. 


Responsive Diversity In Forms 

The development of newer, broader 
and specialized coverages by no means 
implies an abandonment, present or 
future, of the older and narrower forms. 
On the contrary, these are being re- 
tained to serve the purpose of that por- 
tion of the insuring public whose needs, 
indeed whose very whims, they may 
more satisfactorily supply. Today, 
then, from the one company, here and 
there (though not from all companies, 


thedevelopment has not yet reached that 
stage), the citizen may purchase a dis. 
ability, an accident, or a health policy, 
providing, as he may desire, variant 
tests of total disability: such as house. 
confinement, inability to perform any 
of the duties of his occupation, or jp. 
ability to perform the duties of any o¢. 
cupation whatsoever; policies which 
provide for fifty-two weeks’ indemnity, 
or 200 weeks’, or life indemnity at the 
full rate of weekly benefits, or at full 
benefits for a period and thereafter at 
a percentage of full benefits for life; 
policies with a waiting period of total 
disability antecedent to the payment 
of benefits and policies without such 
antecedent period; policies which in- 
demnify for loss of time only, or for loss 
of life only, or providing a reasonable 
scale of variants in either or both classes 
of indemnity; policies which cover 
against any and all disability from 
special hazards; policies which cover 
against certain losses from any and 
all hazards; policies the benefits under 
which are to secure the payment of 
contractual obligations; policies which : 
cover against all hazards except those 
produced by deliberate intent of the as- 
sured, including even the hazard of 
aviation; policies which provide special 
additional benefits; policies which pro- 
vide optional benefits to facilitate the 
determination of what might otherwise 
constitute vexatious problems of dis- 
ability; policies which are noncancel- 
lable. In all of these the relative dif- 
ferences and distinctions are adequately 
recognized and compensated for in the 
premium basis, the age basis, the oc- 
cupational basis, or by controlling 
underwriting, and policy conditions and 
limitations, as may be requisite. A 
field of selection which is, indeed, as 
varied as the human need for such in- 
surance; and which will unquestion- 
ably be extended as additional needs | 
develop. 
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STANDARDIZATION 


There is a substantial advantage to 
the public in the diversified choice of 
available coverages; and there is also a 
disadvantage inherent in the diversity 
itself, in that proper and adequate 
coverage, though readily available, is 
not always sold, and that policyholders 
do not always know the effect and ex- 
tent of the coverage purchased. This 
has resulted not infrequently in trouble- 
some adjustments and general dis- 
satisfaction. The fear that under 
the circumstances, human nature, polit- 
ically expressed, would seek to foster 
and impose the theoretical ideal of a 
standard form, was realized not long 
ago in the action of the insurance de- 
partment of a western state, which 
sought upon the authority of the 
statute prescribing the standard provi- 
sions, and by virtue of alleged evils 
growing out of “‘the multiplicity and 
variety of health and accident policy 
forms and the different conceptions of 
the rights of claimants manifest in 


' claim settlements,”’ to compel the is- 


suance by all companies in the state of 
a standard form embodying the ideas 
unsuccessfully urged by the depart- 
ment for years prior thereto, which re- 
lated in the main to indemnities, and 
which sought in effect to eliminate the 
payment of valued benefits based upon 
the condition of house-confinement or 
disability, continuous or otherwise, or 
for specific losses as of a hand, a foot, 
of sight or hearing, and to substitute 
therefor indemnities for actual loss sus- 
tained,—-specifically for loss of life, for 
loss of time, and for loss other than loss 
of time (which would have resulted in 
the scrapping of practically every pres- 
ent form of policy) ; to compel coverage 
of all hazards except those specifically 
excepted (which would have resulted in 
the complete elimination of the special 
automobile, travel accident, and similar 


forms); to abolish accumulations; and 
to abolish the use of renewal receipts. 
The department opened hostilities by 
an announcement on October 23, 1923, 
that on and after March 1, 1924, no 
company which refused to comply with 
the order for the issuance of the pro- 
posed standard form could procure the 
renewal of its license. At this frontal 
attack upon the entire theory and con- 
cept of the structure of accident and 
health insurance, the companies sought 
the aid of the courts, and procured an 
injunction, restraining the commis- 
sioner from refusing to renew the 
licenses, and in the case of State ex rel 
Time Insurance Company et al. vs. 
Smith, State Commissioner of Insurance, 
were completely successful in their re- 
sistance to the order, and in establish- 
ing, let it be hoped once for. all, that 
freedom of contract in insurance, sub- 
ject only to reasonable and explicit 
state regulation, which is still a part 
of our constitutional heritage. 
Nevertheless, there is a significance 
in the effort, however unsuccessful, of 
the Wisconsin department to force 
upon the companies a standard form. 
It is symptomatic of what is perhaps 
more a desire than a need, but even so, 
of a desire widespread and genuine. 
And the future may hold for us, if not a 
standard form as such, at least some 
certain and definite unified coverage, 
under a standard name which, wherever 
and by whatsoever company sold, will 
carry with it the almost universally 
standard values found now in automo- 
bile, liability, life and fire policies. 
That the question is of interest and im- 
portance is indicated by the action of 
the Health and Accident Underwriters’ 
Conference in appointing a committee 
to determine upon definite recommen- 
dations for uniform phraseology of the 
more important policy-provisions. It 
remains, however, that the ends to be 
1 (Wis.) 200 N. W. 65. 
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served by accident and health insur- 
ance are so varied and various as com- 
pared with any other class, that such a 
standard form must, unless the inter- 
ests of the insuring public are actually 
to be disserved by it, be but one of 
many coverages, the number of which, 
experience teaches us, will in the future 
increase rather than diminish. 


Lire INDEMNITY AND THE Non-Can- 
CELLABLE ForM 


The progress of the business in the 
two outstanding developments of mod- 
ern times, life indemnity and the non- 
cancellable contract, is being hampered, 
the first by the courts, and both by the 
effect thereon of the great principle of 
insurance herein before adverted to. 

If the decision of the Circuit Court of 
Appeals of the Sixth Circuit (upon ap- 
peal from the District Court for the 
Middle District of Tennessee) in the 
case of Federal Life Insurance Company 
vs. Rascoe,? which the Supreme Court 
of the United States refused to review 
upon writ of certiorari, is to stand as 
the ultimate law regulating the as- 
sured’s right to the recovery of dis- 
puted benefits in permanent total dis- 
ability cases, the day of life indemnity, 
whether for disability resulting from ac- 
cident or sickness, is over. In that 
case, upon the sole issue, from the 
company’s standpoint, that the as- 
sured’s disability, and consequent right 
to benefits under the policy, had ter- 
minated, an action was successfully 
maintained by the assured, not for the 
recovery of benefits as such, but for 
damages as for the breach of the entire 
contract of insurance, the measure of 
which should be the assured’s life ex- 

pectancy under the standard life tables 
admissible in that court. Upon a 
policy paying life indemnity at the 
rate of $25 per week, the assured re- 
covered a lump sum verdict of $21,- 
? Reported in 12 F. (2d) 693. 


518.98. A study of the opinion of the 
court and of the vigorous dissenting 
opinion filed by one of the Cireyjt 
Judges, indicates that the case, al. 
though one of first impression, need not 
necessarily serve as a precedent jp 
future cases. 

In general, the experience with life 
indemnity for disability resulting from 
sickness, has been unfavorable in the 
extreme; so that the tendency is rather 
to revert to the long established limit 
of fifty-two weeks for ordinary use, 
with an occasional form providing for 
two hundred weeks. Accident life 
indemnity is more satisfactory and js 
believed to have come to stay. 


Experience with the noncancellable 
form has been still more unfortunate, 
Promising, as it did, a solution of one 


of the most vexatious problems in the | 
business; offering perhaps the only | 


means of raising it to the sound and 
adequate plane of life insurance, the 
noncancellable form has unquestion- 
ably been a bitter disappointment to 
the business at large. For this there 
are many reasons, perhaps none of 
which will be found in the long run to 
be either permanent or insurmount- 
able. The cost is high, which intensi- 
fies the tendency of the undesirable 
risk to seek the coverage, and thus 
operates to increase the difficulty of 
proper risk selection. Non-cancellable 
business in general, by virtue of the 
medical examination, the commission 
basis, agency relations, etc., ramifies 
rather into the structure and organiza- 
tion of life than of casualty insurance, 
which well accounts for the fact that its 
transaction is now confined mainly to 
the life companies; and with the general 
difficulties inherent in the line, ac- 
counts also for the fact that even of the 
life companies only a small number are 
actively interested. Reserves have 
been a serious stumbling block, but of- 
ficial steps are now being taken toward 


Ovel 
ane 
stati 
| 
= 


Mopern TRENpDs In ACCIDENT AND HEAtta InNsuRANCE 153 


simplification and reasonableness. 
Over the whole is the chilling factor of 
uncertainty born of lack of definite 
statistical and underwriting experience. 


In SUMMARY 


Notwithstanding which, reading the 
future by the past, it is not too much to 


hope that this desirable and widely — 


needed form, the advent of which was 
prophesied by leaders in the business 
years ago, will gradually, through a 
series of necessary mutations, come into 
its own and stand thenceforth as the 
flower and pride of accident and health 
insurance. 

Since the enactment of the standard 
provisions, and aside from the effort of 
Wisconsin in the matter of the standard 
form, and minor attempts upon the 


_ part of one or two other states to read 
_ the laws as statutes of rigid limitation 


rather than of helpful regulation, the 
departments have been co-operative 
and the companies have been given a 
free hand in the solution of their trou- 


bles, in the correcting of the occasional 
evil, and in the rational expansion of 
the business quantitatively and quali- 
tatively as well. They have been alive 
to the possibilities and keen to procure 
their realization. 

When all is said and done, the 
modern trend is a consistent trend of 
progress and adaptability. Through 
competition of companies, intelligent 
reaction in the conflict with immutable 
human and economic principles, deci- 
sions favorable and adverse of our 
various courts of last resort, and the 
extension of the old and development 
of new possibilities, has come about an 
adjustment and readjustment of poli- 
cies in their various component parts 
and of properly reflective coverages 
which is not now, no more than a 
decade or a half century ago, indicative 
of a fixed status, but rather of a healthy 
and continuous growth, and which 
augurs well for the ultimate establish- 
ment of the line as one of the greatest in 
the insurance field. 
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Automobile Insurance 


By H. P. 
Secretary-Treasurer, National Bureau of Casualty and Surety Underwriters; formerly 
Manager of its Automobile Department 


N a little more than twenty-five - 


years automobile insurance has de- 
veloped from an insignificant side line 
to a coverage of the first importance to 
both fire and casualty companies. 
Automobile insurance came into be- 
ing to meet a definite need, namely, the 
need of the motorist for protection 
against financial loss arising from the 
ownership and operation of an automo- 
bile. The automobile, when set in 
motion, is a potentially dangerous in- 
strument, capable of inflicting personal 
injury, and death, and property dam- 
age. Furthermore, the automobile, 
like other property, may be damaged or 
destroyed by fire and by action of the 
elements. Being movable, it may be 
lost through theft, or damaged, or de- 
stroyed by impact with another object 
either moving or stationary. 


AvuToMOBILE Hazarps 


A brief consideration of the auto- 
mobile hazards as they exist at the 
present time indicates that automobile 
insurance is a greater need today than 
ever in its history. During 1926, ap- 
proximately 23,500 people were killed 
in automobile accidents, and 700,000 
injured. In the same year, there were 
more than 2,000,000 automobile ac- 
cidents involving property damage. 
This tremendous loss of life and limb in 
automobile accidents is particularly 
distressing from the humanitarian and 
social standpoint, and is a direct chal- 
lenge to the conservational and acci- 
dent preventative ability of the United 
States. From the economical stand- 
point the situation is a serious one, be- 


cause the law holds each man respon. 
sible for his own acts, and if it can be 
shown that injury, or death, or prop. 
erty damage is caused by the negligence 
of the motorist and that the individual 
injured in person or property or killed 
was not guilty of contributory negli- 
gence, then the motorist is liable under 
the law for damages commensurate 
with the injury inflicted. A conserva- 
tive estimate shows that the motorists 
of the United States suffer, annually, a 
loss of $350,000,000 as a result of 
damage suits. 

It has been estimated! that 60,000 
cars are totally destroyed each year by 
fire and that the monetary loss through 
fire amounts to $75,000,000. Ap- 
proximately 100,000 cars are stolen and 
the total loss through theft—either of 
the entire car or of its equipment—ap- 
proximates $90,000,000. Because of 
the lack of statistical data, the damage 
caused by collision of automobiles with 
other objects, moving or stationary, 
cannot be measured, but the aggregate 
cost must be considerable. 


Frve Principat Forms or INSURANCE 
There are five principal forms of 


automobile insurance which collectively _, 


protect the motorist against all the 
hazards enumerated above, namely: 
Public Liability, Property Damage, 
Fire, Theft and Collision Insurance. 
A policy of Public Liability Insurance 
undertakes to indemnify the motorist 
(the assured) for loss arising from his 
legal liability to others for bodily in- 
1 By A. J. Donohue, Assistant to the Manager, 
National Automobile Underwriters’ Conference. 
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juries, including death, suffered in any 
accident due to the ownership, main- 

or use of the automobile in- 
ured. Similarly, a Property Damage 
contract indemnifies the motorist for 
loss by reason of his legal liability to 
others for damage to or destruction of 
any property (not his own or in his 
charge) in an accident due to the own- 
ership, maintenance or use of his 
automobile. 

Fire and Theft Insurance need no de- 
scription. A Collision policy reim- 
purses the motorist for the damage or 
destruction of his automobile if caused 
by an accidental collision or impact 
with another object or by upset. 

From the standpoint of the motorist, 
Public Liability Insurance is most im- 

t, because it offers protection 
against a loss which by its nature is un- 
limited and which may be of such a 
size as to engulf all the material pos- 
sessions of the automobile owner. 
Fire and Theft Insurance are perhaps 


— 


next in importance, protecting as they 
do the capital represented by automo- 
tive equipment which in the case of 
fleets, for example, is considerable. 
Property Damage Insurance is equally 
important because, while the damage 
which an automobile may inflict is 
usually limited, there often arise severe 
property damage losses seriously af- 
fecting the motorist’s solvency. Last 
in importance is Collision Insurance. 
The general importance of insurance 


OS & 


and the specific necessity for Public 


. Liability Insurance is evident from the 


following newspaper article: 


Heavy Ciarms 1n Truck CrasHEs 
Bankrupt Brookiyn ConcEeRN 


The Monroe Contracting and Supply 


Company, 272 Monroe Street, Brooklyn, 
filed a voluntary petition in bankruptcy in 


| the Federal Court, Brooklyn, yesterday, 


listing liabilities of $221,666, nearly $200,- 
000 of which are judgments for personal in- 
juries obtained by persons struck by the 


company’s trucks. The assets include 
trucks valued at $20,000 and $500 in other 
property. 

The Company attempted to save money 
by not carrying liability insurance, it was 
said, because of the high premiums. A 
special fund to meet liabilities in accident 
cases was established, but proved insuffi- 
cient. 

Premium VoLUME 


In the year 1925, the automobile 
premium writings of all companies do- 
ing business in the United States was: 


1925 Premiums|Per cent 

Coverage Written _lof Total 
Public liability... .. . $144,000,141 | 43.2 
Property damage . . 59,273,460 | 17.8 
46,272,959 13.9 
$333,176,318 | 100.0 


The future development of the busi- 
ness may be visualized when it is re- 
membered that today, of the cars on 
the road in the United States, only six- 
teen per cent are insured for Public 
Liability, thirteen per cent for Property 
Damage, two per cent for Collision, 
and perhaps thirty-three and a third 
per cent to fifty per cent for Fire and 
Theft. 

In only a few states do the laws per- 
mit a single company to write all five 
forms of automobile insurance. In 
most states, casualty insurance com- 
panies are not permitted to write auto- 
mobile fire insurance and fire insurance 
companies are not permitted to give 
automobile public liability coverage. 
In actual practice most of the property 
damage insurance is written in con- 
junction with public liability insurance 
in casualty companies. Fire and Theft 
are usually combined in one contract 
issued by the fire companies. Collision 
Insurance is often provided by rider or 


| 
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endorsement attached to the basic 
public liability or fire contract, and the 
collision business is about equally 
divided between the fire and casualty 
companies. 


Tue Poticy Contract 


The policy contract is an important 
document. It sets forth the insuring 
agreement, the conditions, limitations 
and exclusions to which that agreement 
is subject, and the declarations upon 
which the risk is classified and rated 
and upon which the whole contract is 
predicated. 

The public liability and property 
damage contracts are alike in that they 
are both third-party liability coverages. 
That is to say, the insurance company 
(party of the first part) agrees to 
indemnify the policyholder (party of 
the second part), for loss arising in 
connection with accidents involving— 
not his own person or property—but 
the person and property of another 
(party of the third part). Fire, theft 
and collision contracts, on the other 
hand, are direct two-party agreements 
whereby the insurance company reim- 
burses the policyholder for loss of, or 
damage to, his own automobile. 


Pusuic LIABILITy 


The Insuring Agreement.—The insur- 
ing agreement in the public liability 
contract provides that the company 
will indemnify the policyholder (the 
assured) against loss from the liability 
imposed upon him by law for damages 
on account of bodily injury, including 
death at any time resulting therefrom, 
accidentally suffered by any person or 
persons as a result of the ownership, 
maintenance, or use of the automobile 
described in the policy. In addition 
the company agrees to defend all suits 
for damages, even though groundless, 
to investigate all accidents and nego- 
tiate settlements of claims, and to pay 


all court costs and expenses arising 
from any legal proceeding defended by 
the company, all interest accruing afte 
entry of judgment, and all expenses jp. 
curred by the assured for immediate 
surgical relief imperative at the time 
of the accident. 

These agreements apply to all acc. 
dents occurring within the Unite 
States and Canada during the term of 
the policy, which is usually one year, 
The policy does not, however, cover 
the liability of the assured if the auto- 
mobile is operated (a) by any person 
under the age limit fixed by law o 
under the age of sixteen in any event; 
(b) in any race or speed contest; (¢) 
for purposes other than those set forth 
in the declarations. Furthermore, the 
policy does not cover any liability im- 
posed by a Workmen’s Compensation 
law nor does it cover the assured’s 
liability for injuries suffered by his 
employes while engaged in the duties 
of their employment, other than do- 
mestic servants who do not operate or 
care for the assured’s automobile. 

An important feature of the public 
liability contract is the so-called Omni- 
bus Coverage clause. The word “om- 
nibus”’ has in this connection the Latin 
meaning “for all,” and the omnibus 
clause extends the insuring agreements 
of the policy so as to apply to any per- 
son while riding in or legally operating 
the automobile described, and to any 
person, firm or corporation legally 
responsible for its operation, provided 


such operation is with the permission , 
of the assured or of an adult member of 


his household. This clause is not con- 
tained in policies covering public 
passenger carrying vehicles and ga- 


rages. 

The use of the Omnibus Coverage 
clause is indicative of the later and 
more liberal view that the insurance 
should follow the car rather than the 
individual named in the policy. To- 
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arising | day, the policies issued by practically 
ded by | al reputable companies cover all per- 
1 after | ons and interests (subject of course to 
the provisions and basic limitations 
of the policy) liable for the operation 
© time |of the automobile insured. ‘The use of 
the Omnibus clause is not entirely uni- 
I acej. |yersal and it is therefore particularly 
Jnited |important that the motorist see to it 
rm of that his policy contains the broad 
year, |overage which that clause affords. 
cover | The Bankruptcy and Insolvency 
auto. |dause is another important feature of 
erson | the policy which has the effect of mak- 
Ww or |ing it a contract of insurance rather 
vent; | than a contract of indemnity. It 
; (& |provides that the bankruptcy or in- 
forth | solvency of the assured shall not release 
, the | the insurance company from the pay- 
‘im. }ment of loss thereunder, and that if 
‘tion [execution against the assured is re- 
’, |turned unsatisfied, the injured person, 
his jor his personal representative in case of 
ities |death, may maintain an action against 
do- |the company for the amount of the 
e or |judgment obtained. 
Conditions and Limitations—The 
blic automobile public liability contract 
[contains the usual conditions respect- 
ym- |ing the co-operation of the assured, 
tin | prompt notice of accidents, cancella- 
mus | tion procedure, inspection and other 
nts | provisions necessary to the insurance 
er- | transaction. Certain monetary limits 
ng | are placed on the liability of the com- 
ny | pany and these deserve careful con- 
ly | sideration. 
ed The contract provides that the 
m , liability of the company shall be 
of _ limited to the sum of $5000 as respects 
»- | the injury or death of one person and 
ic | subject to that amount per person to a 
.- | total of $10,000 for all injuries including 
death arising from any one accident. 
e | These limits of $5000 and $10,000 re- 
j / spectively are known as standard limits 
e 


and are commonly referred to cs “five 
and ten.” 
Policies can be and are in a great 


many cases written for higher or 
“excess”’ limits. In fact, over half of 
the automobile public liability policies 
issued by the casualty companies in 
the United States are written for limits 
of ten and twenty and higher. Verdicts 
are constantly increasing and the 
motorist possessed of a fair amount of 
property needs at least ten and twenty 
limits if not twenty-five and fifty. 
The following verdicts recently ren- 
dered in connection with automobile 
accident damage suits indicate that the 
standard five and ten limits are no 
longer adequate: 


The Supreme Court of Brooklyn, New 
York, returned a verdict of $20,000 for 
William Fallon, a chauffeur whose arm was 
paralyzed as a result of a collision between 
bis car and the defendant’s car. 

Miss Helen Mooney was awarded $50,- 
000 damages from the owner of a truck 
which ran her down inflicting serious 
permanent injuries. 

The Appellate Division of the State of 
New York sustained a verdict in the sum of 
$20,138 rendered by a jury in the Supreme 
Court in favor of Mrs. Grace McGinley in 
connection with the death of her son who 
was run down by an automobile. 


Property DAMAGE 


The Property Damage contract re- 
sembles the Public Liability contract 
very closely except that it is concerned 
with damage to or destruction of prop- 
erty instead of personal injury and 
death. The insuring clause definitely 
excludes coverage for property of the 
assured or property in the custody of 
the assured, property rented or leased, 
and property carried in or upon the 
assured’s automobile. 

The Property Damage policy is writ- 
ten for a limit of $1000 which applies to 
all damage sustained as the result of a 
single accident. Here again, insurance 
may be obtained in amounts greater 
than the standard limit of $1000. 
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COLLISION 


The Collision Insurance contract 
indemnifies the automobile owner 
against the actual loss of or damage to 
his automobile if caused solely by ac- 
cidental collision with another object 
fixed or moving or by upset. 

Collision Insurance is written as a full 
coverage form and as a deductible form. 
Under the full coverage form, the in- 
surance company undertakes to reim- 
burse the automobile owner for any 
loss, no matter how slight. Obviously, 
the premium for this form of insurance 
is high, because the insurance company 
is called upon to pay damages for the 
great number of scratches and dents 
which the automobile suffers in ordinary 
operation through traffic. 

Under the deductible form of policy 
each claim is separately adjusted and 
from the amount of each claim a certain 
fixed sum is deducted and the in- 
surance company is liable for loss in 
excess of that amount only. Thus, 
under a $50 deductible form, the 
policyholder pays all small losses of $50 
and less, and also pays the first $50 on 
all losses exceeding that figure. The 
insurance company pays that which 
remains of the loss after $50 has been 
deducted. At the present time, the 
popular deductibles are in the amounts 

of $50, $100 and $250. The cost of 
deductible collision insurance, especially 
on the larger deductibles, is small be- 
cause the company is obligated to pay 
only the large losses which ordinarily 
are a burden on the assured. 


Fire 


The Automobile Fire Insurance pol- 
icy indemnifies the automobile owner 
for loss or damage to his automobile 
caused by the perils of fire, lightning 
and transportation. The insuring 
agreement provides that the company 
will pay loss through fire “arising from 


any cause whatsoever” and furthel tain 
provides reimbursement for the in the 
in the event that the automobile jj ins, 

damaged or destroyed through In 

sinking, collision or derailment of ap popula 
conveyance upon which the 
mobile is being transported on land g partic 
water. 

Limitation of Liability. —The form jorded 
contract in most general use today jj yglue’ 
called the “non-valued” form and th! jgbili 
company’s liability is limited to th, greate 
actual cash value of the automobik| yctual 
insured at the time loss or damag) the ti 
occurs. 

Several years ago, the “valued” 
form was quite common and under that} Th 
contract the assured was entitled, sontr 
the event of total loss, to all of the fixed| pwne 
sum stated in the policy at its inception) yutor 
date. This “valued” form was dis| pilfer 
continued because of the opportunity} Th 
which it gave to unscrupulous assured} cover 
to make money urider their policies} gurec 
when the value of the automobile at the| emp! 
time of destruction was less than the! tract 
fixed sum stated in the policy. or pi 

The present “non-valued”’ form usu-' exce} 
ally contains a fixed sum which limits} entiz 
the company’s liability in any event,| othe 
subject always to the actual cash value| part 
of the property at the time of its de| by 3 
struction. There has been a growing care 
sentiment, however, to eliminate the! hold 
fixed sum altogether and to writea“no| T 
amount” policy. The adjustment of} pre 
losses under the “no amount” policy is| has 
made on exactly the same basis as und 
under the regular “non-valued”’ form, the 
but it is contended that the elimination , rest 
of the fixed amount will obviate much mot 
of the unhealthy competition among | whe 
agents in constantly seeking the nam-| unl 
ing of higher amounts of insurance in Th 
policies. Then, too, the elimination of | me 
the amount of insurance will remove ; ard 
the suspicion which formerly obtained | wri 
in the minds of many assured, who felt tire 
that they were being cheated if they Sta 
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sbtained less than the amount stated 
in the policy in the event of total 
10bile joss. 
In certain congested centers of 
tion where the risk of insuring 
> ute! automobiles against the perils of fire is 
land ,articularly severe, most fire com- 
ies have restricted the coverage af- 
forded by the use of the “three-fourths 
oday jj| value” clause, whereby the company’s 
and th} jjability is limited to an amount not 
to the| geater than seventy-five per cent of the 
mmobik| sctual cash value of the automobile at 
lamag| the time of its damage or destruction. 


alued” Tuert INSURANCE 

erthat| The insuring agreement of the Theft 
led, in' ontract indemnifies the automobile 
€ fixed| owner against loss or damage to his 
eption) sutomobile through theft, robbery and 


lis-| pilferage. 

tunity) The standard theft contract does not 
ssured| cover theft by any person in the as- 
olicies| ured’s household or in his service or 
at the| employment. Furthermore, the con- 
n the! tract does not cover the theft, robbery 
| or pilferage of tools or repair equipment 
1 usu- except in the case of the theft of the 
imits | entire automobile. There are certain 
vent, | other exclusions dealing with voluntary 
value | parting with title, wrongful conversion 
s de-| by a mortgagor, etc., which should be 
wing carefully understood by the policy- 
the! holder. 
“no| The “three-fourths value” clause 
it of| previously described for fire insurance 
cyis| has its application to theft insurance 
$ a under extra-hazardous conditions, and 
rm, the theft coverage may be even further 
tion restricted by excluding coverage on 
uch motor meters, extra tires, tubes, rims, 
ong | wheels and extra or ornamental fittings, 
am- | unless the entire automobile is stolen. 
eit The loss arising from the theft of equip- 
n of | ment has been so severe that the stand- 
ove ‘ard companies have discontinued the 
ned writing of the unlimited coverage en- 

tirely in some parts of the United 
ey States. In other territory policies are 


usually written on the restricted basis 
but full coverage is sold for an extra 
premium. 


Basis oF Premium CHARGES 


The rates for all five forms of 
automobile insurance vary territorially. 
For example, rates for public liability 
and property damage insurance are 
highest in New York City and lowest in 
the rural districts of the South and 
West. As might naturally be expected, 
these territorial rate groups or zones 
are most numerous for public liability 
and property damage because of the 
considerable variation in the traffic 
hazard throughout the United States 
and the number of zones is least for fire 
and theft insurance. 

Automobile rates also vary by four 
main divisions or types of risks. There 
is a distinct set of rates for cars of the 
private passenger type, another for 
commercial cars and trucks, a third for 
public passenger carrying vehicles, and 
a fourth for garages and dealers, the 
last being a type of risk rather than a 
particular type of vehicle. These four 
main types are further subdivided into 
what are known as classifications. For 
example, cars of the private passenger 
type are divided, for the purpose of 
public liability and property damage 
insurance, into three groups dependent 
upon the following criteria: horse- 
power, shipping weight, wheel base, 
engine displacement and list price. 
For purposes of collision insurance, the 
private passenger cars are divided into 
ten groups reflecting relativity in list 
price and type of construction, and are 
further subdivided into “new” cars and 
“old” cars, “new” cars being defined 
as cars purchased new not more than 
six months prior to the date of the at- 
tachment of insurance. For fire in- 
surance, cars of the private passenger 
type are divided into four age groups; 
for theft, there is no differential for age, 
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and there is a further classification on 
the basis of the car’s susceptibility to 
the fire and theft hazards. 

Cars of the commercial type are sub- 
divided as respects public liability and 
property damage insurance into classi- 
fications depending on the load capacity 
of the vehicle and the business in which 
itis used. Cars of the general category 
of public passenger carrying vehicles 
are in turn subdivided into the taxicab, 
private livery, public livery and jitney 
and bus classifications. 

Under certain conditions discounts 
are allowed from the established rates 
for the attachment of devices tending 
to decrease the hazard. For example, 
a ten per cent reduction from the colli- 
sion rate is allowed for the attachment 
of an approved front bumper on 
private passenger cars, and an addi- 
tional two and one-half per cent dis- 
count is allowed for the attachment of 
an approved rear bumper. Discounts 
of fifteen per cent and twenty per cent, 
dependent upon the nature of the de- 
vice, are allowed from the theft rate if 
the automobile is equipped with a lock- 
ing device. All these devices are tested 
and approved by the Underwriters’ 
Laboratories, Inc., of Chicago, which 
acts for a number of the insurance 
companies as an engineering advisory 
body. 


AvuTomoBILeE Rate-MakING 


Automobile rates are developed from 
the experience, i.e. the loss records, of 
the insurance companies. The rate- 
making activities of the stock com- 
panies are centered in the National 
Bureau of Casualty and Surety Under- 
writers, and the National Automobile 
Underwriters Conference. The Na- 
tional Bureau develops public liability 
rates; the National Conference fire and 
theft rates, and these organizations co- 
operate as respects property damage 
and collision. 


The individual companies, 
of these organizations, keep 
records of cars insured, premiums qj Expe 
lected, and the losses paid on the byl the ‘ 
ness which they individually i tomo 
and the data of all companies aire sul years i 
mitted to the national or ing public 
for compilation and analysis. By ginsuran 
system of cost analysis, it is possible defined 
ascertain the cost of i insuring automldeterm 
biles against the various hazards jj jyidu 
particular communities and in partigg| perienc 
lar classifications. This analysis gog)i has | 
into great refinement, especially for thy md of 
casualty coverages. Under the 


example, it is possible to ascertain th perienc 
cost of insuring automobiles in each q' aperi¢ 
two hundred and fifty or more teri experi 
tories. Ino 
The rate for automobile insurance) erat 
like the rate for other kinds of in|espon 
surance, is made up of two elements:sroper 
first, a loss element which is ascertained|¢ eter 
from the loss experience of the com-|down 
panies; and second, an expense elemental re 
which is obtained from the account-|major 
ing records of the companies and ton, | 
shows the cost of doing business. Ality by 
moderate factor for underwriting)manu: 
profit is included with the expense|rersel 
loading. 
As the science of rate-making has ad-/m 
vanced, automobile~ rates more and ed 
more reflect the actual conditions of aj charg 
particular community which make for} Quite 
the hazards against which insurance is) plan | 
provided. The public liability rates, Inc 
for example, are an index of the fre aso 
quency of personal injury accidents in - 
relation to the cars on the road in dif- )risk- 
ferent cities and states. This fact is of | taker 
considerable public importance because | ra’ 
it indicates that the individual com- 
munity may, in a sense, control its own | Py 
insurance rate by taking such measures; Or 
as will reduce the frequency of acck ing | 
dents in relation to the insured auto thep 
mobiles. mors 
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m 
EXPERIENCE RatTING 


ums qi) Experience rating is made available 
the busi the owners of fleets of ten or more 
i uitomobiles insured for at least two 

in connection with automobile 
public liability and property damage 
‘By Experience rating may be 


ards j i vada risk experience from the ex- 
of the classification into which 
Sis gos! it has been placed for rating purposes, 
‘for the! nd of recognizing that departure by a 
gedit if the individual risk experience 
ies, fylis better than the classification ex- 
ain the perience, or by a debit if the individual 
pach ¢ aperience is worse than the average 
aperience. 

In other words, if the individual fleet 
irance)| perator, by the employment of careful, 
of injesponsible operators, by the use of 
nents|roper equipment, and by the exercise 
tained) eternal vigilance, succeeds in cutting 

com-|down his accidents so that his individ- 
ement'yal record is better than that of a 

jority of the risks in his classifica- 
and jtion, he may be rewarded for his activ- 
8. Ality by a discount from the base or 
riting)manual rate for his insurance. Con- 
pense| versely, bad risks, which, through mis- 
management and carelessness, produce 
sad-an unfavorable loss record, are penal- 
ised by the application of a debit or 
of a{charge to their basic insurance rate. 
e for Quite obviously, the experience rating 
ce is| plan puts a premium on carefulness. 
ates,’ Individual fire and theft rates are 
fre also developed for eligible fleets of 
S in | automobiles, but the experience of the 
dif- /risk is only one of several elements 
s of |taken into account in the development 
wuse | of rates. 
PRESENT AND FurvreE PRoBLEMs 
/ One of the chief problems confront- 
Cl lng the insurance companies today is 
to- ‘the problem of the moral hazard. The 
noral hazard is difficult to define, but 


it embraces the intangible human 
frailties and propensities which cannot 
be measured by any rating system and 
which cannot be accounted for in 
advance by a requisite premium charge. 
The presence of the moral hazard in fire 
insurance led to the abolition of the 
“valued” fire contract. The presence 
of the moral hazard in connection with 
collision insurance has made the full 
coverage form generally unprofitable, 
so that its elimination has been seriously 
considered by the underwriters. 

In recent years a new element has 
been added to the moral hazard inher- 
ent in the writing of automobile public 
liability insurance, and that element is 
commonly known as the “guest” 
hazard. Close friends of the assured, 
in fact his immediate relatives, at- 
tempt to sue him for damages resulting 
from injury sustained by them while 
riding in his car. In ninety-nine cases 
out of a hundred there is collusion be- 
tween the assured and the person 
bringing suit and were it not for the 
fact that the insurance company is 
obligated to stand behind the assured 
and reimburse him for loss, the suit 
would never be brought. 

Attention has lately been centered 
on the question of whether or not the 
instalment payment of premiums 
should be permitted on individual car 
risks. It is felt by some that it should 
be possible for the purchasers of in- 
surance to pay their premiums in three 
or four instalments and that the prac- 
tice of requiring the payment of 
premiums in advance should give way 
to the new economic order of things. 
It is urged that such a system would 
reduce the resistence which is now en- 
countered in selling imsurance, es- 
pecially in some of the larger cities 
where premiums are high. The op- 
ponents of that program feel that the 
instalment payment basis could not be 
applied without an expenditure upop 
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the part of the companies of a con- a feasible proposition for the a 
siderable sum to take care of a quad- insurance agent who is compelled 
rupling of their statistical and ac- devote most of his time to the 
counting procedure. Furthermore, it of business and has little time left 

is argued, the instalment plan is hardly the quarterly collection of premium 
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HERE were 22,342,457 automo- 
biles registered in the United 
|Sates during the year 1926. This is an 
igerease of 11.2 per cent over 1925 and 
sbout a 400 per cent increase for the 
gst ten years. When marveling at the 
phenomenal growth of this now indis- 
ynsable transportation convenience 
me is very apt to forget that each year 
it is exacting a human toll which in 
1926 involved over 20,000 fatalities, 
wards of 40,000 serious injuries and 
sbout 500,000 minor injuries. More- 
wer, these figures are increasing from 
year to year, although it is gratifying 
to know they have until the last two 
years showed a marked tendency to 
decrease on a per car basis. 
Everyone agrees that from a purely 
itarian viewpoint every effort 
should be made to curb the losses and 
fering occasioned by this juggernaut, 
but no adequate remedy has yet been 
found. 


Economic Loss CAUSED BY 
AUTOMOBILES 


Aside from the humane aspect of 
the problem we must also consider the 
economic significance of this destruc- 
\tion of man power. It is frequently as- 
+ serted that most of those injured and 

Killed by automobiles are either chil- 
dren or aged persons. From the few 
figures which are available it would 
sem about twenty per cent of them 
are over fifty-five and about thirty 
per cent under fifteen years of age. 
Surely then it would be conservative to 
say that not more than twenty per cent 
have passed their period of economic 


, especially in this age of 
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Compulsory Automobile Insurance 


By Harry J. Loman, Pa.D. 
Professor of Insurance, Wharton School of Finance and Commerce, University of Pennsylvania 


preventive medicine when most chil- 
dren who live to be old enough to walk 
in front of automobiles have excellent 
chances of reaching maturity, provid- 
ing one of the said automobiles does 
not hit them. If we assume the re- 
maining eighty per cent otherwise 
might have enjoyed, on the average, 
twenty additional years of productive 
life, the economic loss may be cal- 
culated as follows: 

(1) Eighty per cent of the 20,000 
killed or 16,000 x 20 years=a loss of 
320,000 productive years. 

(2) If each of these years is valued 
conservatively at $1000 the annual 
death losses amount to $320,000,000. 

(3) If we add the other serious and 
minor accidents which cause an eco- 
nomic loss equivalent at least to the 
losses resulting from death, we have a 
total of $640,000,000. 

To make matters worse, in most 
accidents the individuals and families 
who are least able to afford the loss of a 
productive member of a family are the 
hardest hit, especially since precious 
few of them find it possible to collect 
adequate damages. 

We have before us then a twofold 
problem of reducing automobile acci- 
dents and indemnifying those who have 
suffered personal loss or injury. To 
attain these ends it has been sug- 
gested we have rigid enforcement of 
stringent traffic laws and more auto- 
mobile insurance. In fact, the finan- 
cial inabilty of many automobile owners 
to pay the consequences of ownership 
and operation of automobiles has given 
rise to a very insistent demand that 
the state shall bring compulsion to bear 
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on those who have not seen fit to meet 
their obligations voluntarily. Specif- 
ically this takes the form of compulsory 
automobile insurance. Although prac- 
tically every state with densely popu- 
lated areas has had compulsory auto- 
mobile insurance laws proposed, thus 
far Massachusetts is the only state 
which has passed a comprehensive law 
of this nature. 


Massacuvusetts Computsory Avuto- 
MOBILE LiABILITY Security Act 


It may be of interest to summarize 
at this point the provisions of the 
Massachusetts law. At the 1925 legis- 
lative session a law was enacted known 
as the Massachusetts Compulsory 
Automobile Liability Security Act, 
which provides that before an auto- 
mobile owner can obtain a license for 
1927 he must present a certificate 
showing that he has provided for the 
payment of legal and valid personal 
injury claims arising out of his negli- 
gence, the claimant being faultless. 

The form of the security may be: 

(1) A Motor Vehicle Liability Pol- 
icy with limits of $5000- 
$10,000 or 

(2) A Motor Vehicle Liability 

Bond with the same limits 
or 

(8) A deposit of $5000 in cash or 
acceptable securities. 

In order to be certain that the evi- 
dence of financial responsibility is 
proper and adequate the insurance 
policies and rates must be approved by 
the State Insurance Department or if 
securities are used they must be accept- 
able to the Division of Highways. 

The law does not apply to visiting 
non-residents who because of their short 
stay may not be required by law to 
register their automobile nor to the 
state or its political subdivisions, cor- 
porations subject to the supervision of 
the Department of Public Utilities, 


street railways under public carefu 
and registrants now required by pre of the 
ous laws to furnish security. gecou 


REASONS FOR SCARCITY OF earele 
Laws Ma 

If. the bulk of the economic logs § theo 
previously indicated falls upon 
poorer classes and they go 
fied, it may be asked why have so 


and failed to enact it? The answer; 
because such proposals have recej 
only passive support and very 
resistance. 

Since most citizens are exposed 
the danger of the automobile and deg: 
to collect damages if they are inj 
it would seem that this kind of 
lation would receive almost uni 
support. However, such is not 
case and the organized efforts of 
mobile clubs, insurance companies 
the farmers have successfully prev 
the passage of these laws. 

Many arguments against this leg: 
lation have been presented by the nt crea: 
posing groups and it is our intention insu 
enumerate and examine the more im glres 
portant of them. Inasmuch as not aj com 
the proposed laws have been alike fun} acci 
damentally, i.e. some provide compu in a 
sory insurance for the awards arisinj mov 
out of negligence while others contem, edge 
plate an overthrow of the doctrine @ in tl 
personal fault and place a presumptiol the 
of responsibility on the motorist, iti jure 
necessary to separate the two groups) iner 
arguments and we will treat them in th: defr 
same order in which they have beet) mar 
mentioned. pres 

Arguments Against Co com 
Automobile Liability Insurance.—{]) not 
It is claimed that instead of decreasing larg 
the accidents there will be a treme mol 
dous increase. The theory of this if will 
that the compulsory assumption of the not 
financial responsibility of accidents fen 
certainly will not make drivers mor wil 


| 

| 

| | states considered remedial legislate, sured 

t 

| 


greful, but quite to the contrary many 
by prey of those who were formerly careful on 
yecount of the fear of individual finan- 
dal responsibility will now become 
Suca careless because they are insured. 
Many persons have proceeded on the 
¢ loss theory that since insurance companies 
pon {i ysually select their risks they will elimi- 
indema) nate the reckless and incompetent, but 
$0 Man g law compelling the owner to be in- 
gislatie, sured does not reach all of the operators 
asWer| of cars and hence the supervisory in- 
ivy fuence of the insurance companies over 


y actin the persons whom they insure will not 
reach many of the reckless and incom- 
osed tj petent drivers. 


d Only forty per cent of those who 

injure) sustain personal damage are legally 

f legs\ entitled to collect. Of these only one- 

ni 

ot thy cial irresponsibility. This means that 
not more than ten per cent of the total 

1€8 ani| cases are without the protection which 

vente compulsory liability insurance would 
give them. 

legis 


3 (8) There will be a considerable in- 
he op crease in the cost of automobile liability 


tion ty insurance. The cost of this insurance 
re im already averages $30 per car and since 
not 

e 

m 


fourth fail to collect because of finan- 


compulsory insurance will not reduce 
accidents because of the reasons given 

in a preceding argument, the cost will 

im) move upwards. Besides, the knowl- 
ntem edge that insurance is carried will bring 
ine o| in the claims of guests and members of 
iptio! the family of the insured who are in- 
, iti jured while riding in his car, a large 
ips increase in dishonest claims aimed to 
inthe defraud the insurance companies and 
beet} many other suits which under the 
present circumstances would not be 
commenced. Then, too, juries are 

—{I) notoriously generous with the funds of 
using large corporations and if every auto- 
met mobile is compulsorily insured they 
Is i will know the eventual payment will 
f the) not come out of the pocket of the de- 
lent) fendant motorist and the consequence 
nor will be a tendency to increase the size 
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of the award. All of these factors will 
be reflected in the rates which un- 
doubtedly must be increased to cover 
the new hazards. Moreover the bur- 
den of additional litigation will further 
clog our already congested courts and 
increase the costs of the administration 
of justice. 

(4) It is claimed that the heaviest 
burden of the increased cost will fall 
upon the eighty per cent of un-insured 
owners, who are for the most part care- 
ful and responsible drivers and for rea- 
sons best known to themselves have not 
seen fit to carry insurance. It is esti- 
mated about fifty per cent of the owners 
in city territory are already insured and 
most of the cars in rural districts are 
owned by farmers and business men 
who are responsible at least to the 
extent of the average judgment. 

(5) A large number of cases cannot 
be reached because a state cannot im- 
pose insurance on a visiting car which 
is not required to obtain a license, nor 
does a state have extra-territorial juris- 
diction over its own licensed cars when 
they travel out of the state. Injuries 
occurring on private property, or 
caused by criminals or those who es- 
cape from the scene without being 
identified will not be benefited by such 
a law. 

(6) It would lead to the socialization 
of insurance and more government in 
business. If the state is going to com- 
pel its citizens to insure there will be 
constant agitation for the state to 
furnish the protection at cost. Then 
the state will have to compel the in- 
surance companies to accept risks 
which their better underwriting judg- 
ment tells them to reject and at rates 
which are dictated by the state. Since 
this would cause the private companies 
to withdraw from the states which im- 
posed such obligations, it involves a 
further extension of the doctrine of 
paternalism in the form of state in- 
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surance. Furthermore, if it is logical 
to compel motorists to insure their 
liability, all others against whom awards 
might be made should be compelled to 
do likewise. 

(7) Legal compulsion has never been 
and never will be popular. Whenever 
a compulsory law is unpopular it breeds 
contempt and leads to evasion. Com- 
pulsory automobile liability insurance 
is unpopular with many persons and 
therefore the social consequences are 
likely to be highly undesirable. In 
addition there is some doubt as to the 
legality of such compulsion. 


The foregoing is merely a presenta- 


tion of the principal arguments against 


compulsory automobile insurance, but 
there is a lack of agreement concerning 
their validity and hence in all fairness 
we should consider the other side. Let 
us turn then to an analysis of these 
arguments following the same order in 
which they have been stated. 

An Analysis of the Arguments Against 
Compulsory Automobile Liability In- 
surance.—(1) It is generally conceded 
that the transfer of individual respon- 
sibility is not likely to make automobile 
drivers more careful. It is expected 
that most laws requiring automobile 
liability insurance will be similar to the 
Massachusetts law in compelling the 
automobile owner to obtain insurance 
as a prerequisite to the granting of a 
license. Naturally the insurance com- 
panies will refuse to provide coverage 
to those persons whose records show 
them to be notoriously reckless drivers. 
At least this will have the effect of 
preventing a number of undesirable 
persons from securing licenses. 

(2) The statement that not more than 
ten per cent of such losses go unsatis- 
fied because of financial responsibility 
is based on a series of estimates and 
may be disputed. In any event this 
fact seems certain, namely, that the 


number of accidents which go withoy} jywar¢ 
indemnification does not 
bear any relation to the amount of thy! jfe ins 
economic loss which has been sustained tion ¢ 
This is due to the willingness to setth) sual 
minor claims rather than dispute them} ,onser 
although a serious claim would be vigl grvic 
orously fought. And furthermore, this} gre 
applies not only to the uninsured righ} goulc 
but also to the insurance companig| aot be 
who have placed what is commonly! jefore 
known as a nuisance value on smal| fore it 
claims. They say it costs less to pay) jnsura 
these claims without dispute than to} reput: 
allow them to be argued before a jury, | socide 
(3) If the accidents are not reduced} time 
the cost to certain groups of policy.| jjabili 
holders will no doubt be increased, not} exper 
only because of the greater possibilities | to cls 
of fraudulent claims but also because! the i 
juries will be more liberal. However,| busin 
it does not follow that the average cost | expet 
per car will rise; in fact it will no doubt | with 
go lower. It is estimated that about} (4) 
twenty per cent of all the automobile | of ur 
owners in the United States are insured. ‘ and | 
In cities of 150,000 to 500,000 popula- | “inn 
tion from thirty-three per cent to/been 
forty-seven and one half per cent are} spot! 
insured, and in cities over 500,000 it is | caus 
estimated forty-seven and one half per | ists! 
cent and upwards are insured. There-| no r 
fore the majority of the uninsured ar have 
located in the less hazardous districts 
and their rates should be much lower. | trial 
The statement that accidents will) insu 
not be reduced is also debatable. Per- | seric 
haps some persons will become more | that 
reckless if they are no longer financially , cau: 
responsible, but the fear of not being | insu 
able to get a license unless insurance has _ nex 
been obtained and the desire to reduce} 1 
the cost of insurance will have some | inn 
effect. It is a well known fact that or of s 
ganized efforts toward the reduction of | sms 
insurable losses fqjlows the issuance of / driy 
insurance and does not precede. Com) unv 
sider for a moment the efforts and sue- | ties 
cess of the fire insurance companies tho 


ioward the reduction of fire waste in 
recent years, conservation of life by the 
ie insurance companies and the reduc- 
ion of industrial accidents by the 
asualty companies. Prevention and 
nservation are among the greatest 
gervices which insurance companies 
we rendering society today, but it 
dhould be remembered that they did 
sot begin these conservation campaigns 
\pefore they had assumed risks. There- 
fore it is quite reasonable to expect the 
insurance companies to live up to their 
reputation in dealing with automobile 
jury, | gcidents. Moreover, at the present 
duced! time nearly one half of an automobile 
Dolicy.| jiability insurance premium is used for 
d, not) expenses other than the amounts paid 
vilities | io claimants. If everyone must have 
cause / the insurance the increased volume of 
vever, | business should enable some savings in 
© cost | expenses, especially those having to do 
doubt | with acquisition. 
about} (4) Very few of the eighty per cent 
10bile | of uninsured owners are both innocent 
ured. ‘and responsible. In the first place the 
pula- |“innocence”’ of a motorist has usually 
it to/been considered synonymous with a 
t are} spotless accident record. Merely be- 
it is | cause ninety-five per cent of the motor- 
f per | ists have no accidents in a given year is 
here- | no reason for concluding they will not 
l - have any in the years to come, any more 
riets' than it is logical to say a given indus- 
er. | trial risk does not need compensation 
will| insurance because it has only one 
Per-| serious accident in twenty years, or 
nore | that fire insurance is unnecessary be- 
ally , cause less than one per cent of the 
cing | insured risks will have a fire during the 
has | next year. 
luce} The conclusions as to carefulness and 
me | innocence are no doubt based on lack 
or of sufficient exposure. To say that a 
1 of | small percentage of habitually reckless 
2 of / drivers cause most of the accidents is 
on-| unwarranted in the absence of statis- 
uc- | ties showing the mileage driven by 
ies. those persons who have had more than 
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one accident. Even the most cautious 
and clever drivers have serious acci- 
dents and any motorist who covers any 
considerable mileage knows perfectly 
well that he does not have his car un- 
der complete control at all times. It 
is at just such a time when accidents 
happen. 

Although nearly one half of the city- 
owned cars are insured, the other half 
presumably belong very largely to 
persons without financial responsibility. 
It is said that most of those in rural 
districts can meet the average judg- 
ment. That is very likely true because 
the average judgment is about $300. 
However the average is misleading as 
may be shown from the claims settled 
by a number of insurance companies in 
1923-24. The total payments of 142,- 
841 claims amounted to $42,039,011. 
Of these 124,606 were settled for $500 
or less or a total of $14,227,678. The 
balance of 18,235 claims were settled 
for over $500 each or a total of $27,- 
811,333. 

(5) The argument that a state lacks 
extra-territorial jurisdiction is really 
begging the question, because it is a 
well known fact that ordinarily cars 
cover most of their mileage in the state 
where they are licensed. However, the 
real answer to this argument is for all 
states to have compulsory insurance 
and then the question of extra-terri- 
torial jurisdiction will not arise. 

(6) Undoubtedly a. law compelling 
insurance is meaningless unless the 
state assures the citizens of its avail- 
ability. However, it does not follow 
that the institution of insurance will 
be taken over by the state nor com- 
pulsory insurance extended to other 
forms of liability. 

Experiments in state insurance other 
than where insurance has been made 
compulsory have not been very suc- 
cessful in the United States and few 
persons desire an extension of the 
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paternalistic principle. Also, we are 
not justified in concluding that liability 
of every description should be compul- 
sorily insured. Such compulsion is 
necessary only when the failure to in- 
sure creates a problem of national pub- 
lic interest and consequence. Inas- 
much as the automobile is killing at 
least sixty per cent more persons each 
year than die of industrial accidents, 
it already has reached that stage. Nor 
does it follow that the insurance will 
be written exclusively by the state and 
in all probability best results would be 
obtained by competitive state insur- 
ance. If the insurance men, who are 
at present opposing compulsory auto- 
mobile insurance because of the fear of 
state insurance, would promote legisla- 
tion which provides for competitive 
state insurance, they would be really 
promoting the cause of insurance. 

(7) Of course none of us relish legal 
compulsion but it must be remembered 
the purpose of compulsory insurance is 
twofold: to furnish protection to the 
injured members of society and to 
place the financial burden where it 
belongs. Unless we are anarchists and 
do not believe in government we must 
admit that one of the functions of gov- 
ernment is to protect its citizens. 
The performance of this duty has al- 
ways brought objections from the 
groups who are most affected by regu- 
lation and yet it seems impossible to 
maintain law and order in any other 
way. 


Keeping in mind the purpose of com- 
pulsory automobile liability insurance, 
a review of the foregoing arguments 


pro and con leads one to the conclusion - 


that the case in its favor is not very 
convincing. There is indeed a serious 
doubt whether it anywhere nearly 
approaches a solution of our problems 
of accident reduction and indemnifi- 


cation, especially since sixty per cent 
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of the injury cases will not be benefit 
by compulsory liability insurance, balth 


An ALTERNATE PLAN 4 

On account of the disadvantages . es 
compulsory automobile liability jg} a 
surance and the inadequacy of the me 


tem of personal injury suits, it has bea) gould 
suggested that the whole matter damay 
placed on the same basis as workmen) 
compensation, i.e. consider these acg.| (4) 
dents as a natural and _inevitah 
consequence of the operation of aute| on a 
mobiles, make the motorist responsith| 
to all parties to whom he causes pe. 
sonal damage regardless of the doctrine 
of personal fault, pay them according 
to a schedule of benefits adjusted pede: 
their wages, and consider the cost of the 
insurance for such payments the sam 
as any other operating expense. This 
would protect the great number wh 
are now unable to collect damages an 
remove the burden of proof from th 
injured party, who is now at a gre 
disadvantage because there are fr! (1 
quently no witnesses except the occy 
pants of the automobile. 

Objections to this Plan.—lIt i 
claimed this remedy has all the short- 
comings of compulsory liability insur- 
ance except that the number of eligible 
beneficiaries will be increased, and in) tyal 
addition has some objections of its own! ant 
which are even more important. The} the 
latter are as follows: Apy 

(1) Such legislation would involve} jess 
the abolition of the common law o | ity 
negligence and the doctrine of personal | san 
fault. This will mean that responsible | 
and innocent drivers will be forced to’ mo; 
pay damages whether they are to| res} 
blame or not. According to may} any 
lawyers this is unconstitutional because 
it involves a taking of property without 
due process of law. 

(2) It will lead to an unwarranted 
extension of the doctrine of paternal prj 
ism such as compulsory accident and | 
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jealth insurance, old age pensions, 
Nee, | employment insurance and the like. 
(3) It is impossible to establish an 
equitable scale of benefits for the pub- 
tages @) i, especially for women and children 
lity jg} sho are not receiving wages. At the 
the ame time it will prevent persons who 
148 hea! sould otherwise be entitled to large 
itter be} jamages from obtaining more than a 
rkmen}} jimited amount. 
(4) The flood gates will be opened 
*Vitabk! jor fraudulent claims and malingering 
f aute! on a scale greatly in excess of those 
nsibk! which might be anticipated even under 
per} ompulsory liability insurance. 
iw! (5) It will bedifficult if not impossible 
to apply the system to other than 


ited ty 
tofth| Analysis of the Objections to this 
Pian—Insofar as the arguments 
This! sgainst this plan are similar to those for 
tT Who} ompulsory liability insurance, we do 
not need to duplicate our analysis. 
m th| However, the answers to the additional 
Sreat | objections deserve consideration. 
e fr! (1) With respect to the waiving of 
Ocew-/ the legal principle of negligence we al- 
ready have our precedent in Workmen’s 
It is} Compensation Insurance. It is claimed 
short-| by the opponents of this type of law 
insu that the latter rests on an entirely 
igibk| different basis, namely, the contrac- 
nd a tual relation between master and serv- 
| OWn! ant and therefore is not comparable to 
The} the liability of a motorist to the public. 
Apparently it has been forgotten that 
volve| jess than a hundred years ago the liabil- 
w q| ity of a master to his servant was the 
jonal | same as to strangers. It was only over 
sible/ a long and tedious period that the com- 
d to’ mon law was gradually changed in this 
> to) respect. It is scarcely believable that 
any / anyone would wish to follow the same 
ause’ painful and tortuous route with auto- 
10ut | mobile liability, slowly modifying the 
negligence defenses until we eventually 
ited | are forced to adopt the compensation 
nal principle. 
and In many respects the damage done 
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by the automobile is comparable to 
that of industry. If we accept the fig- 
ures which tend to show that not more 
than forty per cent of those who are 
killed and injured are legally entitled 
to damages, we do not have to conclude 
that the remaining sixty per cent are 
entirely to blame. Instead they are 
usually victims of a combination of cir- 
cumstances frequently impersonal in 
character and since the burden of proof 
is on them to show they are without 
fault and the motorist was entirely to 
blame, they are unable to collect. 
This is especially difficult in the case of 
pedestrians struck by automobiles and 
constituting more than one half of 
those involved in personal injury acci- 
dents. The injured person seldom 
knows what hit him, let alone the at- 
tendant circumstances. As if this were 
not sufficient handicap it frequently 
happens that the only witnesses were 
occupants of the motorist’s car. 

Even when the injured party has 
been guilty of contributory negligence 
we must remember that present traffic 
conditions have been caused by the 
automobile. The automobile has been 
developed at a remarkable rate within 
a very few years and has had to use 
the facilities it found available. No 
one is to blame for a lack of ability to 
wholly adapt himself to these changed 
circumstances. Habit and custom can 
only be changed over a long period of 
years and we undoubtedly are becom- 
ing more used to the vagaries of auto- 
mobiles because the number of fatali- 
ties per registered car is now only 
forty per cent of what it was ten years 
ago. In the meantime it seems no 
more than fair and just to compel the 
automobile to bear the financial con- 
sequences incidental to its ownership 
and operation. It is claimed that the 
additional burden would be equivalent 
to the present taxes borne by the auto- 
mobile and amounting to about $667,- 
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000,000 in 1925. At the present time 
the death and injury losses of the family 
breadwinners are borne by the suffer- 
ing families or by general taxation to 
support our public institutions or by 
private contributions to charity. Al- 
though the nation’s automobile bill is 
now over eleven billions annually, it 
should not be impossible for the busi- 
ness to absorb an additional three 
quarters of a billion. 

The time-honored legal objection to 
every new law—it is unconstitutional 
—can be surmounted. If laws aimed 
to protect the majority of the citizens of 
a nation are unconstitutional, then the 
Constitution needs changing. The use 
of the word ‘ “majority ” is used advis- 
edly because it is literally true that 
practically all citizens are exposed to 
the dangers of automobiles. 

(2) In the absence of any great 
need there will be very little agitation 
for the compulsory adoption of these 
other forms of insurance. It is the 
inability of certain social groups to 
take care of themselves which forces 
the government to provide for them; a 
policy sometimes called paternalism. 

(3) No set scale of benefits need be 
prescribed for those who are income 
producers. The law can provide for a 
fixed percentage of wages to be deter- 
mined in some prescribed manner such 
as sixty per cent of the average weekly 
wage for the year preceding the acci- 
dent. In the case of persons; “who are 
not deprived of any income an arbi- 


trary scale would have to be used. 
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Most persons are willing to aceey 
the assurance of the replacemsaitl 
lost earnings in lieu of the possi 
of a large award at common law, |, 
fact the possibility of collecting mon 
than is deserved is one of the defen 
of the personal fault system. 

(4) No doubt a great many fraud). 
lent claims will be presented just as jy 
many other kinds of insurance. Hoy. 
ever, we can trust the insurance cop, 
panies to reduce this to a minimum, 

(5) Whenever more than one vebj. 
cle is involved in a personal injury aeg. 
dent the loss could be adjusted accord. 
ing to the principle of cross-liabilitie 
i.e. the proportion of fault should by 
determined with respect to each vehick 


and the damage assessed accordingly, 


CoNCLUSION 


The only arguments presented ip 
this article are those which the inter 
ested parties have stressed the most, 
However, they should be sufficient to 
show that compulsory automobile in 
surance is a moot question even though 
much of the discussion is based on 
deductive reasoning. If simple indue- 
tive methods were available in the 
solution of socio-economic problems, as 
they are in those of chemistry and 
physics, we could soon say decisively 
what should be done. As it is, a posi- 
tive answer one way or the other is 
nothing more than the judgment of 
individuals as to the importance or 
unimportance of the several arguments. 
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Current Rate-Making Procedure in Workmen’s 
Compensation Insurance 


By C. A. Pa.D. 


University of Pennsylvania 


HE principle of workmen’s com- 

pensation is based on the philos- 
ophy that industrial injuries are pri- 
marily social, not individual, in origin 
and that therefore losses resulting 
therefrom should be shouldered by 
society and not by the injured worker. 
For the sake of administrative sim- 
plicity,  workmen’s compensation 
statutes charge the employer directly 
with the responsibility of indemnity; 
the employer in turn is presumed to 
assess the consumers of his product 
for this cost in order to reimburse 
himself! But a law which merely 
charges the employer with responsibility 
is only half a compensation law; it is 
perhaps even more important to see 
that he discharges it! Various methods 
are in use in the different states to 
guarantee the payment of compensa- 
tion awards, but by far the best and 
most usual is the requirement that 
employers carry compensation in- 
surance. 

The crux of workmen’s compensation 
is thus compulsory insurance. So 
the crux of insurance is the insurance 
premium or rate. There are at least 
two considerations which cause the 
making of compensation insurance 
manual? rates to be of interest not 
only to actuary and technician, but 
to socially well-informed people gen- 
erally. They are briefly: (1) the 


1Compensation costs are in the nature of a 
tax and for this reason in particular cases the 
process of shifting the incidence of the cost may 
be partially or even entirely blocked. 

* Because of limitations of space, “merit” 
rating cannot be discussed in this article. 


social nature of compensation in- 
surance, its origin resting on the fiat 
of a state legislature, its scope em- 
bracing social groups characterized 
by low incomes; (2) the importance of 
maintaining compensation insurance 
rates which are neither redundant, 
that is, unfair to the consuming 
public which supports the system, nor 
inadequate, that is, unfair to the 
companies, who in this field are clas- 
sified practically as public utilities. 

The matter of maintaining com- 
pensation rate levels fair to both 
parties at interest is by no means a 
simple one. At times within the last 
ten years the companies have received 
rates more than sufficient to pay losses 
and other costs. In more recent 
years, the business has on the whole 
not been profitable for the companies. 
In 1924 the stock and mutual com- 
panies of the United States reported 
an underwriting loss of 8.1 per cent; 
in 1925, an underwriting loss of 6.5 per 
cent.2 The ten-year average of the 
stock companies, 1916-25, shows an 
underwriting loss of 1.2 per cent, not 
large, but hardly to be viewed with 
equanimity; the mutual companies 
make a better showing for the same 
period, 18.5 per cent underwriting 
gain, but the mutuals wrote only 
about one-fifth of the business.‘ Cer- 
tainly if the casualty companies relied 
wholly on their compensation business 
they would be in sorry plight. 


* Casualty Insurance Report, 1926, A. M. 


Best, Inc. 
4 Ibid. 
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Why should the companies lose on 
their compensation insurance business? 
The answer lies in a statement of the 
fundamental difficulties encountered 
in compensation insurance rate-mak- 
ing. They are of two classes: (1) those 
which are socio-economic, that is, 
created by social and business causes; 
(2) those which are actuarial, created 
by the nature of the rate-making data 
themselves. 


Dirricu.ties ENCOUNTERED 


1. Socio-economic Difficulties.—Al- 
though the ideal of the rate-maker is 
adequate without redundancy, two 
important influences operate to make 
rates too low rather than too high. 
The more important of the two is the 
control exercised by the insurance 
commissioners of the various states, 
which extends in some cases as far as 
the actual calculation of the rate to be 
charged, as in Texas. Usually the 
commissioner’s authority is confined 
to the power of giving or withholding 
his approval of rates, but this gives him 
for practical purposes almost as much 
power as if he were permitted to make 
the rate, and, even assuming the best 
intentions on the part of the com- 
missioner, the system in the long run 
works toward inadequacy rather than 
in the opposite direction. Also the 
large insurance companies have in 
the past few years apparently been 
glad to write the “line” at little or no 
profit, recognizing in it an excellent 
“business getter” or “‘opening wedge” 
into the general insurance accounts of 
prospective clients. Rate-making diffi- 
culties which arise from social and 
business influences are likely to con- 
tinue for some time. 

2. Actuarial Difficulties.—Up to this 
time we have assumed it a simple 
matter to calculate the correct pre- 
mium, and that premiums which would 
otherwise be correct are lowered be- 


Tue ANNALS OF THE AMERICAN ACADEMY 


cause of socio-economic  influengg ef? 
Nothing is farther from the truth, b 
Basically the rate calculation js ay|iberall 
easy one, as compensation rates gp jie 
expressed as so many cents per $109 ge ° 
payroll. For example, Classificatigy mle be 
6280 (Blasting)* reports losses of easily b 
$5000 and payroll of $1,000,000; thy a the 
first amount divided by the secon 
results in a pure premium, or loss rate it the 
of 3.50. com 
But some very real actuarial dif, #d@* 
culties have to be surmounted by|!? the 
the rate-maker before he arrives gt 2° 
this simple index of loss cost! They ilectin 
are of two kinds: (a) those due to th, |uming 
necessity of using loss and payroll datg In th 
defective in accuracy because of the pass. \s#kins 
ing of time; (b) those due to the necessity ered 
of using loss and payroll data defectiag jae 
in accuracy because insufficient jn 
number. 
(a) Rate-Making Difficulties Due ty ‘ue f 
Use of Old Data.—Every rate-maker “*™ 
is faced with this first difficulty. It is! ™4l 
inherent in the rate-making process, 
He must go back in point of time in ™°P 
order to secure data sufficiently ample th 
so that he may achieve the benefit of UV 
the law of average, thus avoiding the |" 4 
second type of actuarial difficulty *™pli 
referred to above. But having decided # his 
to use old data, he must make a number ©? 
of important corrections in the ex ™™ 
perience as reported if it is to be used Pet 
for making rates to be applied under rsult 
current cost conditions. Between the 'e= 
first years represented by his oldest “fin 
data and today, accident frequency 
and severity rates may have changed, 
wage levels may have gone up or down, 
the legislature may have met and 
liberalized the provisions of the law, 
'The classification is the compensation 
insurance risk-unit; data are collected and 
rates made by classifications. The classifica- 


as carpentry; or a process, as blast furnace 
operation. 
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even. unrevised compensation law 
truth) may be interpreted more and more 
is a , that is, in favor of the in- 

es “. But data even thus corrected 
100 4 ye not strictly up-to-date; and a 
catigg rte based on such data might very 
es of asily be out-of-date before it is printed 
0; thy a the manual. This is because in- 
igrance rates are applied and charged 

$ ratg tthe beginning of the policy period, 
compensation insurance one year, 

"dif, ada rate based on data corrected only 
d by | the date of the rate calculation 
es at jes not take into account the changes 

They fecting cost which may operate 
to thy uring the period of the policy. 

1 data | In the developmental stages of rate- 
pay. (saking, the actuary naturally con- 
essily idered it essential that he devise a 
‘ecting grection factor for every influence 

ing the usability of loss and 
imyroll data. Not only did he intro- 
ue tp luce factors calculated to bring the 

aperience up to the level of the time 

It ig # making the rate; he even tried to 
cess, project into the unknown future his 
1e jn mcept as to what the rate should be 
mple ‘ot the coming year. Although his 
it of motives were praiseworthy, the result 
the "8 @ rate-making machine highly 
ulty lomplicated, cumbersome, and in spite 
ided “his best efforts, behind the times. 
aber 0 one today realizes better than the 
ex. te-maker himself the futility of this 
ised petual clutching at arainbow. Asa 
der (tsult correction factors today (1) are 
the /ttremely simple in plan, and (2) are 
Jest wifined exclusively to bring data 
gproximately up to the date of the 
nte calculation and do not attempt 
psearch out the future. 

(b) Rate-Making Difficulties Due 
of Insufficient Data.—But the 
ad of the rate-maker’s trials is not 
et! He is required to quote in his 
tunual of rates a rate for every single 
Mustry, trade and process in the 
tate. There may be only one leather 

in the state; he must have a 


t tn 


rate for it nevertheless. To make a 
rate on the basis of the experience of a 
single risk is unthinkable, so the rate- 
maker combines his tannery data with 
those of tanneries of other states. 
This process of combination brings 
with it new difficulties: Losses cannot 
be added without correction because 
they are paid on the basis of individual 
state laws; even assuming exactly 
duplicate laws in two states (which is 
contrary to fact), loss data are not 
comparable because of very real differ- 
ences between states in the attitude of 
boards and courts. Payrolls also should 
not be added without modification 
(although for the sake of expediency 
they may be) because wage levels are 
not the same in different states. 
Rate-Making Under Ideal Condi- 
tions.—In the strict sense there are 
no ideal rate-making conditions; the 
rate-maker always is forced to use old 
data. But he approaches practically 
ideal conditions when he is able to 


make his rate on his own state ex- 


perience. At one swoop he eliminates 
the second of the two actuarial diffi- 
culties, that of combining dissimilar 
data. This is an advantage, for no 
matter how skilfully he combines 
dissimilar data, the process of com- 
bination involves assumptions, and 
assumptions (which are based on 
putative relationships) are never as 
satisfactory as relationships which are 
proven. Of course, except in the 
largest industrial states, even a practi- 
cally ideal system is not possible; of the 
forty-three states only nine make no 
use whatever of interstate experience. 
The remaining states use interstate 
rates either wholly or in part. 
Rate-Making on Interstate Experi- 
ence.—The National Council on Com- 
pensation Insurance, with headquarters 
in New York City, is by far the most 
important rate-making agency in its 
field in the United States. Although 


| 
if 
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there are a number of independent 
bureaus engaged in the calculation of 
compensation insurance rates, the Na- 
tional Council makes rates in thirty- 
four states (every one of the states 
using interstate experience for rate- 
making), and numbers among its 
members most of the leading casualty 
companies. Close liaison is maintained 
with the National Convention of 
Insurance Commissioners, which has 
a permanent representative at the main 
office of the Council. Membership is 
non-partisan. 

In preparing for rate-making pur- 
poses loss and payroll data reported 
from the various states, a number of 
important variables have to be con- 
sidered and measured. The variables 
whose influence it is desirable to exclude 
are those which have an arbitrary 
influence on the statistics representing 
the number and severity of accidents 
as embodied in loss experience, such 
as the number of dollars per week 
indemnity promised for a death or a 
total disability in the compensation 
law, the number of weeks for which 
this indemnity will be paid, the 
duration of the waiting period, if any, 
etc. For example, it is not permissible 
to add the death losses of New York 
for a given classification with those of 
Virginia without correction because in 
New York $5000 may represent the 
indemnity of one death, and in Virginia, 
of two deaths, a difference which may 
be due primarily to the less liberal 
provisions of the Virginia law. The 
purpose of combining the experience 
of different states is to secure a wider 
volume of experience, but insofar as 
possible the combination should repre- 
sent the addition of data reduced to 
terms of a common denominator: 
comparable industrial accident fre- 
quency and severity rates.* 

® Wage levels also vary between states and the 
combination of uncorrected payroll data ignores 
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Suppose the rate-maker is engagediy jf th 
ascertaining the compensation jp) omp 
for Classification 5204: Concrete won) 
buildings, etc., to be applied in Vij ome’ 
ginia in 1927. He realizes that th! exper 
experience of Virginia alone is probably} prodt 
not great enough in volume to justify) does 
the making of a rate on the basis of jj) grew 
own experience. When a volume of 
experience is small, it is untrustworthy) othet 
A low indicated cost (basis of Virginis| that 
experience), even for a period qj parti 
several years, probably is not due jy buti 
the fact that the industry in Virginiy| be 1 
is inherently less hazardous tha, fact 
elsewhere, but happens because ther mate. 
are only a few operations of this typein | as a 
Virginia, and these few operation) give 
chanced to have a good year or series! from 
of years. The same doubt is likewig| the: 
raised when a state indicated cost ;| this 
higher than is the general level of the; 
rest of the country. The rate-make 
therefore decides to combine Virginia’: 
experience for this classification with 
the experience of thirty other states. 

What the rate-maker wants is ; 
picture of the Virginia loss cost in 
this particular classification, but modi- 
fied by the experience of the remainder 
of the country. If Virginia indicated 
cost is high, the effect of mixing Vir 
ginia’s high cost experience with the 
lower cost experience of other states 
will be to modify both, raising the cost 
of the other states and lowering that 
for Virginia, but the greater influence 
will be exerted on that of Virginia, 
since it is only one of many states. 


this disparity. In the present revision payrolls 
have not been corrected either for these differ. 
ences or for changes in wage-levels over a period 
of time. Probably interstate differences are s0 * 
tenuous as to be practically non-measurable. 
Differences over a period of time have not been | th 
corrected because in the early part of the ex co 
perience period wages fell, in the latter, they rose. in 
There is consequently no point in revising pay- | ne 
rolls, as the aggregate payroll would remain | 
practically as now. hi 


) 


it 
| 
| 
| 
| | 


gaged iy jf the Virginia indicated loss cost is 
On mpl omparatively low, the effect of the 
ete work ame operation will be to raise it 
| in Vii omewhat. In short, since Virginia 
that th! experience cannot be relied upon to 
robabj| produce its own rates, the rate-maker 
> justify) does the next best thing under the 
Sis of gircumstances; he calculates an average 
lume q/ or national pure premium rate. Like 
Worthy other averages, this rate is fictitious in 
Virginis| that it is not precisely correct for any 
riod 4! particular state, in this case Virginia, 
due ty| but in the long run the average rate will 
Virgini,| be more stable and thus more satis- 
$ the, factory than the Virginia indicated 
e then rte. An average rate is naturally not 
typeip as accurate an index of hazard in a 
ration| given classification as a rate made 
r series! from the state’s own experience where 
ikewig| the state experience is sufficient, but if 
cost js| this experience is deficient, the average 
of the? rate offers the only feasible way of 
maker} rate-making. 

ginia’s| Reduced to fundamentals, the opera- 
1 with} tion of combining the experience of 
ites, | various states is twofold: (1) The 
| is 4) process of combination itself, that is, 
9st in} adding loss and payroll data for thirty 
modi-| or more states; (2) the process of 
uinder| reverting the results produced by (1) 
icated| in order to make these results ap- 
: Vir! plicable to a given state, as Virginia. 

h th) Combining Loss and Payroll Data 
states! for Classification 5204.—As dollars of 
» cost} losses are non-comparable as reported 
by the individual states, some common 
' denominator must be used to make 
them comparable. In the 1927 Revi- 
sion by the National Council on 
Compensation Insurance, as has been 


the cost of workmen’s compensation 
»» under the New York law has been 
abe. used for this purpose. New York is 
been the largest industrial state in the 
ee country. It presents a great variety of 
rose. | industrial classifications, and for this 
we | reason costs under the New York law 


have been taken as the standard. In 


IR EEE 


3 


the practice since the 1920 revision, 
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various rate revisions during the past 
ten years, various methods have been 
used to “convert,” that is, to “step 
up” or “‘step down” the actual loss 
experience of individual states to the 
New York basis. At one time, for 
example, the rather simple device was 
used of comparing the average cost 
of a death for all classifications in 
an individual state, as Virginia, with 
the average cost in New York; if the 
average cost in New York has been 
twenty-five per cent higher than in 
Virginia, obviously, in order to put 
Virginia actual or reported death losses 
on the New York basis, it is only 
necessary to multiply the actual Vir- 
ginia death losses, $100,000 for ex- 
ample, by 125 per cent or $125,000. 
The conversion of the reported losses of 
all the states to the same basis and 
their addition results in a national loss 
figure for the classification; and the 
comparison of these national losses with 
combined state payrolls for the same 
classification produces the national 
pure premium. It will be noted that 
this national pure premium, however, 
is still in terms of the New York 
law. 

The method of converting to the 
New York basis used in the current rate 
revision is known as that of “expe- 
rience differentials,” to indicate the 
fact that the present conversion factors 
are made up from actual loss and pay- 
roll experience in the various states as 
contrasted with the so-called “law 
differentials” of the early days, which 
were based primarily on a standard 
distribution of accidents, that is, on a 
typical, not an actual array of accidents. 
Experience is reported and premiums 
are calculated for three groups of 
losses: serious, non-serious, and medi- 
cal. There are therefore three, not 
one, conversion factors, corresponding 
to the three loss groups. The formula 
for ascertaining the conversion factor 


q 
} 
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for serious losses in the 1927 revision 

follows: 

New York, 1918-22, serious actual losses 
(present law level) 


New York, 1918-22, serious expected losses 
(1918-22 payroll x 1923 Nat. Pure 
Prem.) 


Virginia, 1918-22, serious actual losses 
(present law level) 


Virginia, 1918-22, serious expected losses 
(1918-22 payroll x 1923 Nat. Pure 
Prem.) 


Similar differentials are calculated 
for non-serious and medical losses. 
The loss figures used in calculating 
these differentials are of course those 
for all classifications within the respec- 
tive states, since the purpose of the 
experience differential is to measure 
the differences between the state-wide 
serious loss costs of specified states 
whose data are being converted and 
the state-wide serious loss costs of the 
standard state, New York. A com- 
parison of the actual New York serious 
losses (brought up-to-date by ap- 
propriate modifiers to bring the dollars 
of losses to terms of the present 
compensation law) with the expected 
New York serious losses for the same 
period, indicates the extent to which 
the New York law produces serious 
losses greater or less than the national 
average. Let us assume that New 
York actual serious losses were twenty 
per cent higher than New York 
expected; therefore, New York ex- 
perience for all classifications showed 
a serious loss cost one-fifth higher than 
that for the country as a whole. If 
a similar operation is followed using 
the experience of Virginia (and for 
every other state), a similar measure- 
ment of Virginia serious cost compared 


to the entire country is produce 
If this ratio of actual to expected los, 
is eighty per cent, it is apparent that 
for the five years 1918-22 (the latey 
available for ail the states in the fall of 
1926), Virginia serious losses are t 
per cent less than the national a 

The experience differential or multiplie 


applicable to Virginia serious logge; ' 


in order to bring them to the New Yok 


present law level is: 120 per cent 
divided by eighty per cent, or a factor 


of 150 (per cent). One hundred and  twe 
fifty per cent times the actual losses pre 


(brought up to present law level) of Vip. 


ginia in Classification 5204, will produce | 


Virginia losses on the New York present 
law basis. If the same process js 
followed for the remaining states whose 
experience is to be used in the com. 
bining operation, the final result will 


represent total United States serious ; 


losses for Classification 5204. The 
addition of payrolls for the same states 
for the same classification will produce 
the total United States payroll. A 
comparison of the two will produce 
the United States pure premium for 
Classification 5204, still, however, on 
the basis of the New York present law 
level. In the current revision, the 
national pure premiums on the New 
York present law basis for Classifica- 
tion 5204 are: serious, $1.67; non- 
serious, $1.31; medical, $.77. 
Reverting National Pure Premiums 
to Individual State Basis.—The rate- 
maker now has an average loss rate or 
national pure premium, but it cannot 
be used in its present form, since it is 
still on the basis of the present New 
York law, incidentally a higher cost 
basis than that of almost every other 
state. The simplest method yet used 
in compensation rate-making for re- 
verting or “stepping back” national 
pure premiums on the New York basis 


to national pure premiums on an 


individual state basis (Virginia) was 


| 
| 
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to apply to the national pure premiums 
on the New York basis the reciprocal 
of the factor used for conversion. 
for example, in our illustration the 
eonversion factor is 150 per cent; to 
revert to the national pure premium on 
the Virginia present law basis, the 
serious pure premium of $1.67 would 


' be multiplied by 66.66 per cent (the 


reciprocal of 150 per cent) or about 
$1.11. Substantially the same method 
js used in the present revision, with 
two modifications.’ The national pure 
premiums based on the years 1918-22, 
as derived above, are multiplied by 


- total payrolls for all classes, the result 
_ being expected losses for the entire state 


of Virginia for all compensation risks 
written (on the New York present law 
basis). ‘The sum of all Virginia actual 
losses (present low basis) for the same 


’ dassifications for the same period, when 


compared with the sum of expected 
losses, gives a percentage factor which 
measures directly the extent to which 
any national pure premium on the New 
York present law basis including the one 
we have secured for No. 5204, must be 
modified to make it a national pure pre- 


mium, Virginia present law basis. The 


reversion factors in the 1927 Revision 
are: serious, .357; non-serious, .338; 
medical, .795. Reverted national pure 
premiums on the Virginia present law 
basis become: serious, .60; non-serious, 
44; medical, .61. 

Giving a State the Benefit of its Own 
Experience.—Up to the present point 
we have assumed that the experience 
gathered i in Virginia for Classification 
5204 is so scanty as to be undependable 
for autonomous rate-making. This 


is not necessarily so and certainly if 


’For example, the reversion factor includes 
also a sub-factor introduced to convert the na- 
tional pure premium on the Virginia present law 
basis (1918-22 experience) to the same basis 


(1920-24 experience). The necessity for this 


will be made apparent in the following section 
dealing with state credibility. 


the quantity of classification expe- 
rience, as judged by some standard, 
warrants, state experience should play 
an important part in determining the 
rate. The setting up of such a stand- 
ard or so-called state credibility crite- 
rion is a recent departure in the 
National Council rate structure. Sup- 
pose the rate-maker wishes to test the 
credibility of his serious loss experience 
from Virginia. The average cost of a 
serious loss in Virginia for all classifica- 
tions is, let us say, $5000 (basis of 
New York present law). He assumes 
that if any classification develops 
twenty-five serious losses, a_ total 
serious loss cost of $125,000, the 
classification is entitled to 100 per cent 
local credibility and the national pure 
premium is not used at all in making 
the rate; if it develops a smaller cost, 
the percentage of local credibility will 
be decreased proportionately. The 
present criteria are arranged in five 
groups, ranging from zero to 100 per 
cent local credibility, at intervals of 
twenty-five per cent.® 

Against its criterion are checked 
Virginia expected losses for Classifica- 
tion 5204 for the period, 1920-24, 
derived by multiplying Virginia pay- 
rolls by the national pure premium, 
1918-22. Actual Virginia losses are 
not taken, because they are bound 
to vary considerably from time to time. 
In the present revision serious losses 
for Classification 5204 fall within the 
third credibility class: fifty per cent 
local credibility; non-serious within 
the second: seventy-five per cent; 
medical within the first: 100 per cent. 

For Classification 5204 the indicated 
pure premium on Virginia experience 
alone for the period 1920-24° (losses 


* There is a separate criterion for each loss 


group. 
* Experience for this classification from all 


states is available only to 1922; from Virginia, 


to 1924. 
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amended to present Virginia law level) 
for serious losses is $1.09; the national 
pure premium, Virginia present law 
basis, is as we have seen only $.60. 
Which rate should be taken—the 
state’s own rate or the national 
average? If the indicated pure pre- 
mium is based on ample data, measured 
by the credibility criterion, the national 
pure premium ought to be largely or 
entirely disregarded. Thus in the 
present revision the state indicated 
serious pure premium receives a weight 
of fifty per cent, making the combined 
or so-called formula pure premium 
$.85. A similar process is followed 
with non-serious and medical pure 
premiums, using the appropriate 
weights. 

“Pitching” Rate Levels.—One mat- 
ter of importance demands considera- 
tion at this point. The calculation of 
national pure premiums at the Virginia 
present law level as the term implies, 
has nothing to do with determining 
absolute premium amounts. The pur- 
pose of combining experience from 
different states is not to ascertain the 
exact cost level to be charged for each 
classification, but to secure a truer 
index of relativity between classifica- 
tions. The effect of combination is to 
change the relative costs of classifica- 
tions within the state; but the necessity 
of ascertaining rate levels still remains. 
Many factors (in fact, all other than 
legal, which have been measured), 
such as changes in accident rates, 
wage levels, etc., may have caused 
changes in cost since the time of our 
experience period. In order to bring 
the national pure premiums which are 
on the Virginia present law level to the 
Virginia present cost level a final 
correction factor is applied: National 
pure premiums, Virginia present law 
level, are multiplied by Virginia pay- 
rolls for the years 1922-34 in every 
classification, these years being the 
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latest for which there is Virginjy 
experience, and assumed to be typical 
of the rate level obtaining in 1997, 
Perhaps this assumption is not pre 
cisely correct, but it is practically go, 
The sum total of classification expected 
losses represents total pure premium 
income which will be received by all the 
companies, if they charged national » 
pure premiums. A comparison of this 
total with the Virginia actual losses 
(present Virginia law level) for the 
same three years, shows the rate-maker 
whether the rate level, which would be 
established by national pure premiums, 
is too low or too high. If the actual 
losses have been higher than expected, 
this entire rate level has to be increased 
by a percentage expressing the amount 
of the discrepancy. The final cor- 
rection factor will of course be the 
same for all classifications within 
Virginia and is applied impartially 
to the national pure premium of each. 
In the current revision this factor for 
Virginia serious pure premiums is 
1.028, indicating that expected losses 
were approximately three per cent less 
than actual. When formula pure pre- 
miums rather than national pure 
premiums are used, the factor is of 
course applied to them instead. Thus 
the serious formula pure premium of .85 
times 1.028 becomes .87; the non- 
serious, .38 becomes .39; the medical, 
81 is unchanged. ‘There is a separate 
final correction factor for each loss | 
group. 

Loading.—The tale of rate-making 
is nearly done. The formula (or 
national) pure premium on the present 
Virginia rate level is usually accepted 
by the actuarial committee of the | 
Council, but not necessarily so if the 
pure premium varies a great deal from 
that underlying the present manual 
rate. Having decided upon a total 
pure premium of $2.07, the expense 
loading factor, and a special factor — 
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to cover catastrophe losses are added, 
making the manual rate $3.55, which 

in the 1927 Manual for Virginia 
for Classification 5204.'° 


CoNcLUSION 

Two outstanding tendencies are 
apparent in this rapid summary of 
gyrrent rate-making procedure which 
should not be obscured by descriptive 
detail. First: there has been a most 
noticeable swing away from the ex- 
treme refinements of even three and 
four years. ago, following a general 
realization that such refinements often 
defeat their own ends. There is in 
use today no factor to correct payroll 
figures, either between states or over 
a period of time in the same state. 
This omission is due, not because 
there are no differences, but because in 
the case of the first the differences are 
difficult to measure satisfactorily; in 
the second, the differences tend to 
cancel each other. Whatever factors 
are used to bring experience up to the 
present rate level are simple; nor is 
there any attempt to achieve absolute 
precision in this process. For ex- 
ample, in the present revision, it is 
assumed that the rate level established 
by the years 1922-24 (the latest for 
which there are data) is the same as 
that for 1927, the year in which the 
rates will be applied. No attempt of 
any kind is made to peer into the 
future, a function once attempted by 
the “projection factors” of past re- 
visions. The following, by Mr. William 
Leslie, Manager of the National Coun- 
cil, is an excellent statement of the 
current policy of the Council:" 

“The formula for adding expense loading 
(which in Virginia is 41.5 per cent of gross 
premium) and the catastrophe loading (which 
is a constant of one cent) is: 


1—.415 
“From a copy of an unpublished address 
delivered in 1925. 
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We have come to believe that the most 
satisfactory method of rate-making is one 
which utilizes the experience of the past 
without introducing conjectural factors 
based upon predictions as to the future. 
In taking this course we tacitly assume 
that there is no substantial permanent 
trend in cost upward or downward and 
that if we adjust compensation rates 
annually upon the basis of a fixed number 
of years of past experience, these rates will 
on the average over a considerable period 
of years be neither excessive nor inadequate. 
Admittedly they will not fit the particular 
years in which they are applied. It is 
expected that there will be lean years and 
fat years, but that by husbanding the 
excesses of the fat years to meet the de- 
ficiencies of the lean years, the average 
will be generally satisfactory. 


Second: there has been a noticeable 
swing toward giving the experience of 
the individual state more weight in 
ascertaining rates for that state. In 
the 1927 revision of the National 
Council, literally hundreds of manual 
rates have been made on purely single 
state experience. The rate-maker has 
always had to keep one eye on the 
indicated cost of the individual state, 
so as not to show too marked a dis- 
crepancy between the indicated and 
the national pure premium; now 
for the first time state credibility 
is an integral part of the rate struc- 
ture. 

Workmen’s compensation insurance 
is still very young, measured by its 
fellows, but the trials of the pioneering 
days, characterized by the inevitable 
use of the method of trial and error, 
are past. It is not a criticism of any 
rate-maker or of any rate-making 
organization to say that out of the 
complexities of the past derive the 
simplicities of the present structure. 
Whatever the influence of social and 
business factors in the future, the 
major actuarial difficulties have been 
solved. It is significant that, for the 
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rate-making body has selected the National Council on Compensation 


compensation rate-making, the national Making Method Adopted by the 
following as the official title of its rate- Insurance.” 


"i 
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N March 4, 1922, the Congress of 
; the United States approved an 
Act to Regulate Marine Insurance in 
the District of Columbia, which Act 
has since come to be designated by the 
title of the Model Marine Insurance 
Bill. 

Congress, of course, has no power to 
legislate regarding insurance in the 
various states of the Union—it can only 
legislate for the District of Columbia. 
The above Act, therefore, was intended 
for a model for the various state legis- 
latures to follow. The Bill was passed 
' by Congress, after a very exhaustive 
series of hearings at which insurance 
men, merchants, shipowners, and 
others, were given every opportunity 
to state their views. It was passed on 
the initiative of the House Committee 
on Merchant Marine and Fisheries as 
being one of a series of steps necessary 
to improve the shipping trade and the 
commerce of the United States by 
putting them more on a parity with 
other competing commercial nations. 

The first section of the Act is con- 
cerned with definitions; the second 
_ section of the Act provides as follows: 


Section 3. That a marine, fire-marine, or 
fire insurance company may be formed, 
admitted or licensed to write any or all 
insurance and reinsurance comprised in any 
one or more of the following numbered sub- 
divisions : 
| First. On marine risks as described in 

Section 1 of this Act under the definition of 
“marine insurance.” 
Second. On property and rents and use 
and occupancy, against loss or damage 

by fire, lightning, tempest, earthquake, 
| hail, frost, snow, explosion (other than 
explosion of steam boilers or flywheels), 


Multiple Line Coverage 


breakage or leakage of sprinklers or other 
apparatus erected for extinguishing fires, 
and on such apparatus against accidental 
injury; and against liability of the insured 
for such loss or damage; and on automobiles 
against loss or damage from collision or 
theft, and against liability of the owner or 
user for injury to person or property caused 
by his vehicle. 

Third. Against bodily injury or death 
by accident, and against disablement 
resulting from sickness, and every insurance 
appertaining thereto, including quarantine 
and identification. 

Fourth. Against liability of the insured 
for the death or disability of another. 

Fifth. Against loss of or damage to 
property resulting from causes other than 
fire, marine and inland navigation hazards, 
and against liability of the insured for such 
loss or damage, and on motor vehicles 
against fire, marine and inland navigation 
hazards, and against personal injury and 
death, and liability of the assured therefor, 
from explosions of steam boilers and en- 
gines, pipes and machinery connected 
therewith, and breakage of flywheels or 
machinery, and to make and certify inspec- 
tions thereof, and against loss of use and 
occupancy from any cause; against loss by 
burglary, theft and forgery. 

Sizth. Against loss or damage from 
failure of debtors to pay their obligations 
to the insured. 

Seventh. Against loss from encum- 
brances on or defects in titles. 

Eighth. Against loss or damage by theft, 
injury, sickness or death of animals, and to 
furnish veterinary services. 

Ninth. Against any loss or liability 
arising from any other casualty or hazard 
not contrary to public policy, other than 
that appertaining to or connected with (1) 
life insurance (including the granting of 
endowments and annuities) and (2) fidelity 
and surety bonding. 
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By Bensamin Rusa 
President. Insurance Company of North America \ 
= 


In other words, the Congress of the 
United States after due deliberation, 
and the taking of exhaustive evidence, 
decided that it was to the advantage 
of the commerce of the United States, 
and of its citizens, that multiple line 
coverage should be permitted to Fire, 
Marine and Casualty companies in the 
United States in contradistinction to 
the almost universal rule prevailing in 
the individual states that Fire and 
Marine companies may not write 
Casualty Insurance nor may Casualty 
companies write Fire and Marine 
Insurance. 


ADVANTAGES OF COMPLETE COVERAGE 


The reason why they came to this 
decision was twofold: 

One was that the writing of all kinds 
of insurance, except Life, under one 
charter, would result in reduction in 
overhead costs, and that consequently, 
in the long run, companies enjoying 
such broad privileges would operate at 
a lower cost rate than would be the 
case if both the Casualty companies, 
and the Fire and Marine companies 
were each restricted to their own 
particular field. 

The second was that it is more con- 
venient to the assured, or his represent- 
ative the broker, to deal with a com- 
pany that can supply all his insurance 
needs than with one which can only 


supply a part of them. 
(A)—Lower Cost to the Companies and 
to the Assured 


Let us take the first of these argu- 
ments, namely, the lower cost, and 
examine it carefully, as was done by 
the Committee on Merchant Marine 
and Fisheries, to see if the argument of 
reduction in cost isa true one. For the 
purpose of making the matter clear let 
us take an exaggerated case as by that 
means the truth will appear more 
clearly, and let us suppose that instead 
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of there being two classes of cop. 
panies—one writing Fire and Marin. 
and their allied hazards, and the othe 
writing the Casualty classes (Accident, 
Casualty, Indemnity and Fidelity, 
and their allied classes as is the case gt 
present)—that the laws of the various 
states provided that companies should 


only be granted a charter for one clags | 


of insurance, and let us see whither this 
will lead us. In such a case a number 
of companies would have to be char. 
tered to write Marine Insurance; ap 
additional number of companies would 
have to be chartered to write Fire 
Insurance; an additional number of 
companies would have to be chartered 
to write Windstorm insurance; others 
for Automobile insurance; others for 
earthquake hazards, etc. The Casu- 
alty companies with their numerous 


classes of coverage would certainly | 


require to be split up into more than 
fourteen different classes of hazards, 
and consequently more than fourteen 
separate kinds of insurance companies 
would have to be chartered in order to 
give the full protection to the policy- 
holder which he now enjoys. 

Taking the Fire, the Marine and 
Casualty together there would have to 
be at least thirty different classes of 
companies chartered to give the cover- 
age which is now afforded by the 
Casualty and the Fire and Marine 


groups. It does not require a very | 


arithmetical mind to realize that the 
wages to capital, and the wages to 
officers, and the general overhead of 
thirty different classes of companies 
would be considerably greater than the 
overhead of two classes of companies. 

If this holds true for two classes of 
companies it also holds true for one 
class of company. Were Fire, Marine 
and Casualty companies each allowed 
to write all the classes of risk allowed by 
the charters of both, it could not fail to 
reduce the expenses of the business. 


BEBGRESSEE F 


| | 


The proof of this is shown in the 
gowth of the large American depart- 
ment stores. There is no city of any 
size in the United States which does 
not have its big department store where 
one can buy anything from a package 
of tooth picks to an automobile. The 
reason Why this is so is because on a 


large volume of sales the owner can 


afford to take a smaller percentage of 

t than he can on a small volume 
of sales, and at the same time can 
afford to pay large salaries to secure 
the highest class of ability, with all that 
this implies in the way of efficiency in 
management, and reduction in cost of 


product. 
(B)—Convenience to the Public 


Let us come now to the next argu- 
ment, and that is the convenience of the 


| public, and let us ask ourselves this 


question: Would we, if we were an as- 
sured or a broker, prefer to have to deal 
with possibly thirty classes of insurance 
companies, and acquire thirty separate 
policies of insurance to protect us 
against all the hazards to which we are 
exposed, or would we prefer to deal with 
only two classes of companies, which 
two classes of companies could give us 
a coverage as equally sound and per- 
fect and cheap as would be that of the 
thirty? If the answer to this proposi- 
tion is ““yes”’ then you are inevitably 
bound to answer “yes” to the second 
question—would you not prefer to deal 
with one class of companies instead of 
two? 

Again, let us consider the average 
large department store. Why do peo- 
ple go there instead of going to fifteen 
or twenty different and separate stores 
to do their shopping, and the answer 
again is either (a) they get things 
cheaper in actual price, or (b) cheaper 
in convenience to themselves in the 
saving of their own time. Time is 


money to the shopper whether he is 
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buying a paper of pins or a policy of 
insurance. The proof of it is the vast 
number of people who prefer to deal 
with a big department store rather than 
with a small special store, and the fact 
that the big store drives the small one 
out of business. 

The same holds true of insurance. 
The assured, the agent and the broker, 
all prefer to deal with the company 
which can give them complete cover- 
age, rather than deal with a number 
of companies able only to give partial 
coverage. 

It is argued by some that the separa- 
tion of insurance into three groups, to 
wit, Life, Fire and Marine, and 
Casualty and Surety is for the benefit 
of the insuring public, for the reason 
that the policyholder insuring with 
each class of company knows that the 
capital and all the assets of that com- 
pany will be used for the payment of 
losses occasioned substantially by the 
same hazards against which he sought 
protection—hazards which have been 
carefully considered by the underwriter 
in determining the rate which the 
assured must pay. 

He understands that the premiums 
which he and the other policyholders 
of the company contribute are to be 
used for that purpose, and not subjected 
to the liability or the payment of losses 
caused by an entirely different risk. 

It seems to me that this reason is 
based on a misconception, unless it be 
maintained that the whole is less than 
the sum of all its parts. 

Every citizen of the United States, 
or of a civilized country, needs and 
should have life insurance. Whether 
he knows it or not, he has paid for Fire 
and Marine and Casualty Insurance 
in some form or other; therefore, if the 
capital and all the assets of the marine 
insurance are pledged for the satisfac- 
tion of the claims of its marine policy- 
holders, and if the capital and all the 
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assets of the fire insurance are equally 
pledged for the satisfaction of its fire 
policyholders, and the capital and all 
the assets of the casualty companies 
are pledged in like manner, wherein is 
the policyholder any worse off if but 
one policy is issued for all these hazards 
instead of three policies, provided the 
capital and assets were adequate in 
each class to begin with? 
Mathematically, it is undoubtedly 
true that the whole is but the sum of 
all its parts. Practically, however, it 
may be more than that, for is it not 


also true that bodies attract in propor. 
tion to their mass? 

If we argue the contrary, we should 
logically dissolve these United States, 
and let each individual state apply its 
own assets to the benefit of its ow, 
citizens, nay, we should also dissolye 
the political organization of the 
and let each city and hamlet apply its 
own assets to its own necessities, 
Fortunately, we are wiser than this 
politically, and realize in spite of legis. 
lative economic heresies that “‘in union 


there is strength.” 
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Tendencies in State Supervision of Insurance 
By Brosmita 


T is called the American 

system for the supervision and 
regulation of the affairs of insurance 
companies is in itself but the develop- 
‘ment of a modern tendency. Hardly 
seventy years have elapsed since the 
sate; which is generally credited with 
the conception, considered it to be a 
governmental duty in the public inter- 
est to treat insurance companies as a 
special class of private corporations and 
to subject them to particular, special 
laws for the regulation of their corpo- 


rate relations and transactions with the 


state as well as with the public. 


Sreps Towarp INSURANCE 
REGULATION 


Until the Massachusetts Act of 
1852, insurance companies which trans- 
acted business in the United States, 


like other corporations, were re- 


quired in a number of the states to 
report annually their financial condi- 
tion to some designated officer. In 
some states insurance companies were 
also required to pay a tax upon pre- 


_mium income for certain specified 


purposes in addition to the usual 
property taxes. In other respects, 
however, insurance companies were 
neither supervised nor regulated nor 
were they subjected to requirements 
other than those which were applicable 
to all classes of corporations. 

The limited authority conferred by 
the Massachusetts Act of 1852 was 
materially enlarged in 1855 and again 
in 1856. During this time a new and 
independent Board of Insurance Com- 
missioners was created and supervision 


Vice-President and General Counsel, The Travelers’ Insurance Company; 
Committee on Insurance Law of the American Bar Association 


and regulation of insurance by the 
state really began. New York is 
credited with being the first state to 
follow the example of Massachusetts, 
but within a comparatively short time 
most of the states followed the lead of 
the New England commonwealth and 
made provision of one kind or another 
for the special and particular regulation 
and supervision of insurance. 

In 1875 the Dominion of Canada 
enacted an Insurance Act which con- 
ferred upon the Minister of Finance of 
the Dominion, and under his direction 
and control upon the Superintendent 
of Insurance, powers and authority 
concerning insurance companies in 
their transactions throughout the Do- 
minion which, although they differed 
from the insurance regulatory laws of 
our own states in certain respects, 
corresponded in their essential purposes 
to the laws which had been enacted in 
the same relations in the older states of 
the United States. 

Just as the states followed the action 
of the Commonwealth of Massachu- 
setts, so the Provincial Parliaments in 
the Dominion of Canada followed the 
example of the Dominion Parliament, 
but with a peculiar result due to the 
relations between the Dominion and 
Provincial governments and the limita- 
tions upon the legislative powers of the 
Dominion Parliament in the British 
North American Act. There exists 
now in Canada a dual supervision with 
more or less of an active conflict 
between the Dominion and Provincial 
authorities as to their respective rights 
and duties in the premises. This dual 
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supervision serves as an illustration of 
what we might have had in the United 
States if the movement for Federal su- 
pervision had resulted in the necessary 
constitutional amendment and appro- 
priate Federal legislation. We would 
have had country-wide Federal super- 
vision for all companies added to the 
present kind of state supervision of each 
company in the state of its domicile. 


Attempts Towarp READJUSTMENT 
Between 1852 and 1906 many 


a asians were made in the inSurance 


regulatory laws of the states and of the 
Dominion and as a rule with little 
regard to the advantages to be gained 
by uniformity of requirement, but it 
may be said in general that it was the 
legislative intention to include within 
the general scope, of these laws the 
different kinds or classes of insurance 
companies, to provide standards of 
solvency and capital and investment 
requirements, to regulate the kinds of 
insurance which might be issued by the 
companies, to prescribe a standard fire 
policy, to require equitable treatment 
of policyholders, to authorize investiga- 
tions into the affairs of the insurance 
companies and to give due publicity to 
the financial statements or reports of 
the insurance companies and to the 
activities in the public interest of the 
supervising officials. 

If the points thus summarized had 
been cared for with some regard to 
uniformity of statutory provision and 
these laws had been administered with 
a like regard for uniformity of con- 
struction, it might reasonably have 
been expected that the interests of the 
public as well as those of the insurance 
companies under conditions then exist- 
ing could be properly conserved. Of 
course, insurance development and 
emergencies might from time to time 
require additional legislation and even 
more stringent requirements. 
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»which may be incurred to secure new 


Lecis.ation 


With the year 1906 came such ap 
emergency and with it an era of reme 
dial legislation. This followed th 
investigations of life and fire insurang 
in the State of New York, life insy. 
ance in the State of Wisconsin and 
the studies and surveys of a commit. 
tee appointed in 1906 by a confereng 
of governors, attorney-generals and 
insurance commissioners of the various 
states and territories. 

Now, in addition to the regulations 
of the pre-reform era we have limi 
tations upon the amount of expens 


life insurance or the renewal of old 
life insurances, limitations upon the 
amount of surplus which may be main- 
tained by life insurance companies, 
limitations upon the amount of new 
life insurance to be acquired in any year 
by a life insurance company, regula- 
tions as to the distribution of dividends 
in life insurance, additional restrictions 
upon the investments of insurance 
companies, regulations of the premium 
rates in certain kinds of insurance other 
than life, standard provisions for life 
insurance policy contracts and for 
certain kinds of casualty insurance 
policy contracts and authority to super- 
vising officials to supervise premium 
rating organizations with power to 
approve or disapprove as to adequacy 
and reasonableness the premium rates 
for certain kinds of insurance. 

In addition to all of these there will 
be found in certain of the states laws 
calculated to fit purely local conditions 
and in the State of Texas a compulsory 
investment law under the provisions 
of which a life insurance company 
which transacts business in that state 
is required to invest and keep invested 
in Texas securities and in Texas real 
estate a sum of money equal to at least 
seventy-five per cent of the aggregate 
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ynount of the legal reserve required 
by the laws of the state of its domicile 
io be maintained on account of its 
icies of insurance in force written 
ypon the lives of citizens of Texas. 


PartiaL ApopTion 

Notwithstanding the public” senti- 
pent which had been aroused by the 
investigations referred to, few of the 
dates gave heed to the recommenda- 
tions of the conference of governors, 
sttorney-generals and insurance com- 
missioners or of any of the investigating 
commissions by enacting in their en- 
tirety the bills as recommended. New 
York adopted the recommendations of 
the New York Investigating Com- 
mittee; Wisconsin fcllowed the recom- 
mendations of her own investigating 
commission. In the other states some 
of the measures were adopted in part, 
others materially altered and others 
again rejected altogether. 
This varying legislative action must 
have been taken with the knowledge 
that the measures proposed were inter- 
related and that all were essential to 
the successful operation of the plans for 
reform. Here, again, the states missed 
an opportunity to serve the common 
good by adopting the same regulatory 
statutes in substantially the same 
phraseology. 


Imposep By New 


There can be no question that some 
of these more recent regulatory laws 
were wise exercises of legislative author- 
ity and have already proved their 
value. Possibly, not one of these 
enactments in any of the states has 
been more helpful to insurance as well 
as to the public than the famous 
Section 97 of the insurance laws of the 
State of New York, which limits the 
expense which may be incurred in 
obtaining new life insurance, as well as 
the number and amount of renewal 
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commissions which may be paid to 
agents as remuneration for maintaining 
such life insurance in force. In this 
section New York disclosed a way to 
make legislation effective beyond the 
limits of the state and obligatory upon 
insurance companies located in other 
jurisdictions for a life insurance corpo- 
ration of another state or country which 
shall not conduct its business every- 
where within the limitations, and in 
accordance with the requirements im- 
posed by this section shall not be per- 
mitted to do business in the State of 
New York. 

This legislative device, which has 
aroused resentment on the part of some 
supervising Officials and some com- 
panies, has been helpful in many ways. 
It has made for economy and is largely 
responsible for the fact that life insur- 
ance companies which were hampered 
in the days of unhealthy and unre- 
stricted competition have grown to be 
strong and influential factors in the 
field of life insurance protection. 

For the instant purpose the foregoing 
statement of the origin and general 
scope of the system will suffice, but 
of necessity only the outstanding fea- 
tures have been indicated. Very many 
phases of supervision which involve 


burdensome requirements wholly unes- — 


sential to the prime object have been 
passed over. 


Oprntons RE GOVERNMENT CONTROL 


Any system of governmental control 
which contemplates operation by forty- 
eight states, each of which prescribes 
its own rules and regulations, many of 
which in major as well as in minor 
respects differ from those of each of the 
other states, naturally will give rise to 
controversies and criticisms. There 


have been many controversies between 
company managers and insurance sup- 
ervising officials. This system has been 
overpraised at times and usually by 
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governmental representatives and has 
been criticised both fairly and unfairly 
by company managers and by writers 
without either governmental or com- 
pany relations, but, whatever the nature 
of these controversies, or the provoca- 
tion for the criticism, or the justifica- 
tion for the praise, there can be no real 
difference as to the propriety and the 
necessity for governmental regulation 
of corporations, the affairs of which so 
largely affect the public interest. 

What the regulations mean in a given 
case and whether or not the supervising 
official when interfering with the affairs 
of an insurance company or imposing 
penalties upon individuals under au- 
thority of law is acting within the law 
wisely and judiciously, or whether or 
not a company through its officers or 
agents capriciously obstructs the public 
officials in the performance of their 
duties or fails to comply with lawful 
obligations, are fair subjects for discus- 
sion. But after seventy years of 
governmental regulation the propriety 
and the necessity for state regulation 
should be treated as adjudicated. 
This, however, is not always conceded. 
A learned writer on matters pertaining 
to insurance, even after the investiga- 
tion hereinbefore referred to, declared 
after a critical review of the system and 
operations that: 

Nowhere in our public life can be found 
better examples of inefficiency than in 
our state departments of insurance. The 
reason for this is not difficult to discover. 
Like all the other state positions, they have 
been made the spoils of the politician. In 
a score of states the commissioner of insur- 
ance, as the head of the department of 
insurance is usually called, is elected by a 
direct vote of the people. Under such 
a condition the official is bound to be a 
politician. In several other states he is 
elected by the legislature, and in the remain- 
ing states he is appointed by the governor, 
in each case with no better results than 
when elected directly by the people. 
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of this paper, the conclusion is that th 
indictment against state supervision oy 
be sustained. It has failed seriously in ty 
half century that it has been on trial. Thi, 
failure has been due partly to the fact the 
the states have directed their activitig, 
along wrong lines and partly to the fact 
that there are conflicting interests among 
the states. The remedy which has beg 
suggested is in laws securing publicity anq 
responsibility, these laws to be enforced by 
a national department of insurance. 


He was in error in some of his state. 
ments as to facts and unfair and wrong 
in his summing up. 

At a somewhat earlier date another 
writer, then a distinguished member of 
the National Convention of Insurance 
Commissioners, declared : 

Study the insurance laws of any state 
which has adopted general and extended 
regulations. Superficial examination ip. 
stinctively inspires condemnation, for the 
lack of system and for the seeming incon- 
sistencies, weaknesses, follies and unneces- 
sary exactions and hardships. Deeper 
study, that gathers the history of all these 
laws, convinces that they were not made in 
moments of thoughtlessness or unprovoked 
prejudice, but, in the main, deliberately 
and after infinite, laborious consideration. 
They have crystallized the wisdom of the 
fathers, who formulated and developed our 
institutions. Like those institutions, the 
insurance laws are not without imperfec- 
tions, but we take them, as we take this 
great country, filled with reverence, admira- 
tion and respect for the industry, genius, 
wisdom and patriotism of the authors and 
builders of our Republic, so splendid in its 
whole that the defects seem trifling. 

It would be strange if later observa- 
tion and experience have not inclined 
the author of these words to modify his 
opinion. A more moderate and more 
convincing opinion in this same connec- 
tion is that expressed quite recently in 
an address to a body of lawyers by a 
supervising official of an important 
Northwestern state: 
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If state supervision breaks down and the 
public welfare and convenience demand a 
change, I have no doubt some way of effect- 
ing the change will be discovered. How- 
ever, when one considers the difficulties of 
securing absolute uniformity of laws and 

ices in the different states upon any 
given subject, it must be admitted that 
great results have been accomplished rela- 
tive to the supervision of insurance. The 
situation is far from perfect but many 
of the early annoyances and abuses have 
been done away with and unquestionably 
a far better understanding exists today 
between the business and the public than 
ever before. I think that both companies 
and commissioners realize that the true 
test of the usefulness of a business is the 
quality of the service that that business 
renders the public and that public super- 
vision and control should be administered 
and exercised in such manner and by such 
instrumentalities as will secure to the public 
the best and most economical service, the 
greatest safety and protection, and will 
secure for the business adequate returns to 
maintain its safety and solvency and bring 
it as much of the public confidence as it 
proves itself to be entitled to, at the same 
time causing it the minimum of inconven- 
ience. 

Furthermore, let me say that I think we 
all realize that when a business becomes so 
highly developed that it reaches a point 
where its interests and purposes coincide 
with the interests of the public, public 
regulation becomes public co-operation. 


Present Day TENDENCIES 


Whatever may be the ultimate right 
judgment as to the value and merits or 
demerits of state supervision, the 
system is in operation and under exist- 
ing or improved methods will continue 
to operate. The present day tenden- 
cies are in the direction of the extension 
of the authority of supervising officials 
and there will be more rather than less 
of regulation. ‘There is a strong senti- 
ment, which can hardly be called a 
movement, in favor of uniform require- 
ments in all matters of substance and 


the elimination of unessential and 
conflicting statutory requirements. 

There is a strong tendency in the 
direction of rate regulation to the end 
that premiums for insurances other 
than life may be adjusted scientifically 
and uniformly to correspond to the 
hazards assumed by the insuring com- 
pany. There is also a strong tendency 
to improve existing laws in the matter 
of requirements for reserves which are 
set aside to protect the liabilities as- 
sumed by the companies. Many of 
the present reserve requirements are 
not suited to the risks which the com- 
panies are now called upon to assume. 
The reserves called for are either under 
or over the liabilities and, although the 
total amount of reserves may be largely 
in excess of the liabilities, nevertheless 
the annual statement or report may not 
disclose the actual condition. 

There should be a tendency to reduce 
the burdens of taxation which now bear 
so heavily upon the companies and 
ultimately upon the policyholders. 
There should also be a tendency to so 
modify departmental fees and charges 
that the amount collected will fairly 
represent the cost of supervision and 
not result in overpayments so large in 
amount as to form a considerable part 
of the revenue of the state. This is a 
method of acquiring revenue by in- 
direct taxation which is not to be 
commended. 

For years the National Convention 
of Insurance Commissioners has recog- 
nized the necessity for revising the 
insurance laws of the several states and 
has been an important factor in bring- 
ing about such measure of uniform- 
ity in insurance laws as now exists, 
but when compared with the results 
achieved in the general direction of 
uniformity by the Commissioners on 
Uniform State Laws the results have 
been disappointing. This is surprising 
because the National Convention of 
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ance companies and the policyholders 
should be more influential in this regard 
than the Commissioners on _Uniform 
State Laws. 


ConTRIBUTION OF AMERICAN BaR 
ASSOCIATION 

In the interests of uniformity of 
requirement the American Bar Associa- 
tion through its Committee on Insur- 
ance Laws is engaged in the preparation 
of a Code of Statutory Provisions 
relating to the Business of Insurance, 
which is intended to emphasize the 
necessity for a revision of many of the 
existing Codes and to indicate to 
legislators and others interested the 
essentials for the uniform regulation of 


insurance and the protection of the 
public interests. 

This Code, when completed, is not 
likely to be adopted by any of the older 
states, but may find its way, in whole 
or in part, into the statute books of the 
states, the laws of which are now cop. 
fessedly imperfect and inadequate, 
The effort of the American Bar Asso. 
ciation is to serve the public as wel] 
as the insurance companies and the 
state by collating provisions which have 
borne the test of time and experience 
and by suggesting in the way of new 
legislation ways and means by which | 


‘in the 
of 


the powers of insurance companies may | sural 
be so classified and enlarged as to meet _ The t 


the public demand for full insurance 
protection. 
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Special Insurance Taxes 

0 

vhole By James L. Mappen, J.D. 

f the Manager, Insurance Department, Chamber of Commerce of the United States 


uate, VERY policyholder pays special 
Asso. indirect taxes. Comparatively 
well | few of them realize this. The original 
the | intention of these special taxes was to 
have | maintain the state insurance depart- 
ence ments. A survey covering every state 
new in the Union indicates that only $1.00 
hich | out of every $27.00 of these special in- 
may | surance taxes went for this purpose. 
neet The rest was used for state functions 
ince for which the policyholders had already 
been taxed as citizens. These state 
functions had no particular relationship 
to policyholders as a class, any more 
than to any other type of taxpayers. 
| Special insurance taxes are hidden in 
‘the premiums and the insurance com- 
panies are made tax collectors by the 
states. One of the arguments in favor 
of these taxes is that they are easily 
collected. Furthermore, they are 
“painless,” because they are unknown 
to policyholders. Yet they are just as 

, real as if they were direct taxes. 


Gross Amount INCREASES 


Year by year the gross amount of 
these special imposts paid by policy- 
holders has increased. In 1925 they 
amounted to $72,839,721. This would 
pay an annual premium for more than 
4,800,000 ordinary life insurance poli- 
cies issued at the age of twenty-five for 
$1000 each, or would buy fire insurance 
coverage for one year on $8,184,000,000 
worth of property at the average rate of 

_ eighty-nine cents per $100. Contrast- 
ing this figure, $72,839,721, with the 
total amount collected from _policy- 

_ holders in 1922, we find that it is about 
$20,000,000 higher, yet the increase 
in the amount of money spent for 

191 


the maintenance of state insurance 
departments was just a little over 
$337,000 during this time. 

The total amount of the imposts set 
forth above is an understatement of the 
actual amount collected from policy- 
holders. It does not contain the sums 
imposed by counties and municipalities 
in states permitting local jurisdictions 
to put special taxes upon insurance. 
Policyholders living in the following 
states are liable to these extra taxes in 
addition to the other special taxes 
required by their states: Alabama, 
Florida, Georgia, Kansas, Kentucky, 
Louisiana, Maryland, Mississippi, Mis- 
souri, Nebraska, Nevada, Ohio, South 
Carolina, West Virginia and Wyoming. 
Neither do these figures include the cost 
of collection. 


TREND oF SpectaL INSURANCE 
, PAXEs 

The proportion of special insurance 
taxes collected from policyholders which 
is spent for service to them has been 
constantly declining from 6.48 per cent 
in 1915 until it amounted to only 3.65 
per cent in 1925. In that year 96.35 
per cent of these special imposts was 
spent for general state purposes. There 
is given below the percentage of the 
total receipts from special insurance 
taxes and fees used for maintenance of 
state insurance departments by years 
from 1915 to 1925 inclusive. These 
figures are based on data from the Dis- 
trict of Columbia and all states with 
two exceptions. Figures for Louisiana 
are not available for any of the years 
and figures for Pennsylvania were in- 
cluded only from 1922 through 1925. 
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Chart A which is plotted from these _ by years, taking the country as a whole for pa 
data clearly indicates the downward the following summary may be of jp. tases 
trend of the percentage of imposts spent terest. It shows the number of states them 
for policyholders’ service. ym or decreasing the proportiog = 
of special state insurance taxes used for 

ong service to policyholders as compared | 
with the previous year. ddes 
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DEPARTMENTAL EXPENSES Vs. penses 
SpeciaL Taxes 


The graph, Chart B, indicates how It} 
much faster special insurance taxes and df col 
fees have increased, during the eleven- 
year period 1915-25 inclusive, than in- ofthe 
surance departmental expenses. The the ty 
1915 figures are used as a base and des- 
ignated as 100. Figures for all states 

and the District of Columbia are in- 
cluded, with the exception of Louisiana 


Pennsylvania, as data for these 
Any policyholder can tell by looking states nat the 


at the analysis entitled*“Special State of ot 
Insurance Licenses, Taxes and Fees entize period. putec 
Collected in 1925’! the amount of the Trenp or Taxes AND Expenses it ma 
special imposts being levied indirectly seo} feren 
upon policyholders by his state. He J each 
can learn the amount of these imposts A for th 
which goes for special service to him as na Pe, mani 
a policyholder, the remainder represent- 4 B 
ing contributions to the general state A eto ploys 
funds. Analyzing the record of the iT Le n 
different states, we find that thirty of 10.—<=<———— tive 
them spent a smaller proportion for curre 
service to policyholders in 1925 than as t] 
during the preceding year, while eight- that 
een show increases. None showed a 1015 "16 "17 ‘18 "19 1920 ‘21 ‘22 ‘23 | Ingt 
material increase and in the vast ma- ' CHART B hold 
jority the increases were extremely Wno Pays THe Taxes? up 

small. In order to indicate the trend Although the states impose upon in- = 


1 See p. 200. surance companies the responsibility 
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payment of these various special 
a the companies necessarily charge 
them to overhead expense which is 
on to policyholders. The re- 
git is the policyholder pays a larger 
gm for his insurance or else he de- 
ddes, to his own detriment, to carry a 
galler amount because of the in- 
creased cost. 

In addition to the taxes themselves, 
the cost of collecting and turning these 
monies over to the proper authorities 
geates a large extra expense which 
must be paid by policyholders. In 
other words, the state not only imposes 
these taxes upon policyholders, but 
also makes them pay the collection ex- 


penses. 


Cost or COLLECTION 


It has been estimated that the cost 
of collecting this great variety of taxes 
runs as high as ten to twenty per cent 
of the amount of the taxes, according to 
thetype of insurance. The following il- 
lustration will show how these expenses 
oeur: A fire insurance company oper- 
ating in a number of states must keep 
its records so that the premium taxes 
and all the above mentioned variety 
of other special levies may be com- 
puted for each state. In some states 
itmay also have to compute upon dif- 
ferent bases the amount which it owes 
each city and town. As it is essential 
for the company to keep pace with the 


_ manifold changes in the tax laws of our 


various states, experts must be em- 


ployed. 

The cost of the clerical, administra- 
tive and other overhead expenses in- 
curred in collecting these taxes as well 
as the commission paid to agents on 
that portion of the premium represent- 
ing taxes must be borne by the policy- 
holders, even though it does not show 
up separately from other overhead 
expenses in the insurance company’s 


balance sheet. 
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Lack or Unrrorm Mernops 


The taxation methods of the various 
states are quite diverse. In most cases 
the systems used are unsound, besides 
placing a very heavy burden upon 
policyholders. So the reader may 
know the types of taxation which have 
been adopted in his state, a table has 
been prepared which shows the usual 
forms of taxes levied upon fire and life 
companies in each state of the Union.? 
It is worthwhile to note the dissimilar- 
ity between the processes of the va- 
rious states in levying special taxes as 
well as to emphasize the unsound 


economic character of the majority of 


these levies. 


The Premium Tax 

Probably the most unjust special tax 
paid by policyholders is the premium 
tax. The percentage collected varies. 
In some states it is based on the gross 
premiums collected; in a number of 
others, it is based on the gross pre- 
miums less return and reinsurance 
premiums; while in still others, the 
amount on which the taxes will be 
levied is determined in ways different 
from either of these. 

When return premiums or dividends 
to policyholders are not deducted, a 
tax has been placed upon funds which 
are not used for providing protection 
and which actually belong to the policy- 
holder. When a deduction is not per- 
mitted for reinsurance premiums paid 
to a company to which part of the in- 
surance has been ceded, and that com- 
pany also pays a tax on the premiums 
it received from the direct writing 
company, there is double taxation. 
Many states allow no credit for insur- 
ance ceded to non-admitted compa- 
nies, while several levy an even higher 
rate on business ceded to unauthorized 
companies. 

Inasmuch as the tax levied upon the 


See p. 201. 
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gross receipts of an insurance company 
is similar in its effect to the tax upon 
the gross turnover of any other busi- 
ness, this fact must be kept in mind in 
any comparison that is made between 
taxes on insurance and on such other 
business. To be comparable, the tax 
on industrial plants or mercantile es- 
tablishments should be on gross sales. 
A tax of three or four per cent on the 
gross sales of a business or on the aver- 
age deposits in a bank, however, would 
result in a wave of protest. Yet the 
tax on insurance is just as real, al- 
though not so apparent. 

As the premium tax must be paid 
whether or not the company is oper- 
ating at a profit, it is thus levied on 
losses and indebtedness. Since this 
will tend to discourage rather than 
promote the growth of insurance, it is 
necessarily an unsound means of tax- 
ation. Furthermore, the premium tax 
is inequitable: 

(a) As between policyholders—since 
this tax is levied upon premiums, it is 
evident that the premium paid by a life 
insurance policyholder having one of 
the higher premium forms of policies, 
such as endowment, or a policy taken 
out at a late age, is subject to a greater 
tax. For example, we find by using 
the rates of one life insurance company 
that its premium on an ordinary life 
policy issued to a man age forty-seven 
would be subject to over twice as much 
tax as on a similar policy issued to a 
man age twenty-five, because the an- 
nual premium is a little more than 
double for the older age. No other 
form of tax is levied so as to be depend- 
ent upon age, and there appears to be 
no justification for a form of taxation 
which has such effect. 

Because of the extra mortality of in- 
dustrial policyholders and the heavier 
expense loading which is necessary to 
meet the cost incidental to the method 
of collecting premiums, the premium 
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rate is higher for industrial than i assets 
ordinary insurance. In view of th quarte 
fact that the taxes are based on pp panies 
miums, the industrial policyholders gy 
a class consequently pay a greate 
amount of tax in relation to the amoyy 
of insurance than the holders of ond 
nary policies. The individual, ther. 
fore, who is badly in need of insurange | jor ce 
but must carry it on a weekly payain| 

plan because of his financial circyp.' 
stances, is thus penalized by the state 
This is obviously unfair. 

The same situation as regards dis 
crimination between policyholders ap. 
plies equally well to the holders of fix 
or casualty insurance contracts o. 
risks having a greater hazard. Fo 
example, the manufacturer of a produce 
which is inflammable must pay a larger 
tax in proportion to the amount of in- 
surance carried than the manufacturer 
of a product to which no fire hazard is 
attached. 

(b) As between policyholders ip 
different states—when different states 
charge varying rates on premiums col- 
lected by life insurance companies 
within their borders, the policyholders 
in states with the lower rates of tar 
must contribute to pay the taxes in 
states where the rates are higher. ; 

In some states we find that the state 
legislators use the gross premium 
method of life insurance taxation asan 
inducement for the companies to invest 
their assets within the state. In Colo 
rado, for example, no tax is payable if 
fifty per cent of the total assets of a 
company are invested there, otherwise, 
the tax is two per cent on gross pre 
miums. In North Carolina a gross 
premium tax of two and one-half per 
cent is imposed which may be reduced | 
to one and one-fourth per cent if the; J, 
companies invest in that state twenty- 
five per cent of their total assets. In 
the event the insurance companies in- 
vest seventy-five per cent of these 
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gssets, the rate is reduced to one- 
r of one per cent and the com- 
ies’ license fee is also lessened. 
Under the so-called Robertson law in 
Texas, the rate is three per cent on 
premium receipts subject to re- 
duction to 2 6/10 per cent when invest- 
ments in Texas securities equal thirty 
per cent of Texas reserves, 2 3/10 per 
cent when they equal sixty per cent and 
two per cent when they equal seventy- 
five per cent of such reserves. 

Georgia, Idaho and South Carolina 
also reduce the rate according to the 
amount of reserve invested in their 
respective states. Since different com- 
panies may as a result be paying differ- 
ent rates of taxation, discrimination 
between policyholders in the same state 
is inevitable. While the illustrations 
which have been cited apply to life in- 


'uret/ surance premiums, the same method of 
rdis| taxation is used for premiums on other 
. | types of coverage. 
|") The investment of insurance assets 
= should not be confined by legislation 
. | within state borders. One of the fun- 
ie damental rules of insurance finance is 
mo that there should be a broad distribu- 
. | tion of risk in making investments. 
in| Safety of principal and an assured in- 
ale terest return are primary considera- 
; tions. Reduction in premium taxes 
6 which must ultimately be paid by 
eat policyholders should not be held out as 
bo.) 2 inducement for the violation of fun- 
> if damental principles. If it is, policy- 
fa holders may pay a far greater sum 
. | through insecurity or lower yield of 
| invested assets than the amount of the 
Ba unjust premium taxes. 
vet | License Tax and Taz for Filing Annual 
ed{ Statement 
he | In many states each company is re- 
Y| quired to pay an annual license tax 
In| before it can operate. This ranges 
‘ from a very small amount to $300, as in 


Maryland and Wisconsin. In the lat- 
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ter state the fee is in lieu of all premium 
taxes except retaliatory taxes. A fee 
is also charged for filing the company’s 
annual statement. This likewise va- 
ries in amount, running as high as $100. 

While these fees may be compara- 
tively small in some states, it must not 
be forgotten that many companies 
transact business in a number of states 
and, therefore, have a multiplicity of 
such fees to pay. The total amount 
collected in this manner is therefore 
large. 

Even though insurance companies, 
which have their own agencies or 
brokerage contracts, have paid their 
annual license fees, they cannot procure 
business in most states until their repre- 
sentatives, agents or brokers pay indi- 
vidual annual license fees. 


Agents’ and Brokers’ Licenses 

The regulations as to licensing agents 
and brokers are quite different in the 
various states. In most states the local 
agent pays a fee ranging generally be- 
tween $1.00 and $10.00. Georgia 
charges a special or general agent of a 
life insurance company an annual 
license fee of $100. Several other 
states do likewise. There is a con- 
stantly increasing number of states 
which charge general, special agents’ 
and adjusters’ license fees. The prac- 
tice of charging for brokers’ licenses is 
not universal, but in a number of states 
which do so the rate is very high. 


Publication Fee 

Many states require that a com- 
pany’s certificate of authority, annual 
statement, or abstract of annual state- 
ment be published a given number of 
times in a certain designated class of 
papers. In some cases this is attended 
to by the state at the company’s ex- 
pense—while in others the company it- 
self must make provision for such pub- 
lication. The number of times and 
the number of papers in which publica- 
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tion must be made vary in different 
states. For example, the company’s 
certificate of authority must be pub- 
lished in Ohio in each county where 
there is an agency. In Minnesota, an 
abstract of the annual statement must 
be printed three times in one news- 
paper in the three most populous coun- 
ties. The fees charged may be the 
actual publication expense, the au- 
thorized rate for legal notices, or an 
amount determined by some other 
method. 

It does not seem the publication of 
an annual statement or the company’s 
certificate of authority should be re- 
quired. Inasmuch as the great ma- 
jority of people do not read and cannot 
understand these statements, the 
money paid for printing them is a use- 
less expenditure. In the event a 
policyholder or prospective policy- 
holder desires detailed information 
regarding any particular company, he 
is always able to obtain same from the 
company itself or from the insurance 
commissioner of his state. Since the 
fees paid by a company which operates 
in many states are quite large with no 
resultant good to the policyholders who 
are obliged to pay them, there appears 
to be no justification whatever for their 
continuance. 


Fire Marshal Tax 

A great many states levy a tax based 
on fire insurance premiums, usually 
ranging between one-tenth and one- 
half of one per cent to raise funds for 
supporting the office of the state fire 
marshal. As the purpose of this office 
is to investigate fires, prosecute arson 
cases and conduct fire prevention activ- 
ities, it is of general service to all 
property owners in the state. The 
taxation of fire insurance policyholders 
alone for the purpose of supporting it 
is inequitable since non-policyholders 
profit just as much from its operation. 
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In Ohio, for example, there is a taxo} 
one-half of one per cent of the grog 
premium on fire insurance for the maj. 
tenance of the fire marshal’s office, by 
in Ohio the duties of the fire marsha 
are not even limited to the work of pre. 
venting and investigating fires. 
must go around among the eating 
houses and inspect them and mak 
certain that they-conduct their affair , 
in a manner conducive to public health | 
and happiness. He must make sup 
that the hotels are kept clean and sazj. 
tary, and he must consider the comfort 
of the weary traveler overtaken by | 
night within the borders of the state, | 
To such he must insure the full protee. } 
tion of the law governing the length of 
sheets upon the beds. The fire insur. 
ance policyholders of the State of Ohio 
are paying the fire marshal for perform. 
ing these and other public services—the | 
policyholders alone and no other class 
of citizens. | 


Fire Department Tax 

Taxes ranging between one-half and 
two per cent of fire insurance premiums 
are collected in a number of states for 
the purpose of supporting local fire de- 
partments and firemen’s relief funds. 
The necessity of maintaining adequate | 
fire departments and of providing relief 
funds for injured firemen is recognized, 
but as in the case of the fire marshal’s 
tax, it is unfair that one particular 
group of citizens should be singled out 
to bear the cost of a service which | 
benefits all residents. 

Special taxes levied for the purpose of 
operating salvage corps or fire patrols 
are subject to the same criticism. Itis 
unquestionable that these organiza } 
tions are of real value in saving prop- | 
erty threatened by fire, and salvaging 
that which might otherwise have been 
a total loss. In their operations, how- 
ever, they make no distinction between 
policyholders and non-policyholders, | 
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but the policyholders pay for their sup- 
port. For example, the City of Phila- 
ia collects a one and one-fourth 
cent tax on net fire insurance pre- 

jums which it uses to operate the fire 


patrol 
Retaliatory Tax 
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The great majority of states have 
retaliatory legislation which usually 
( applies to all forms of licenses, taxes 
and fees. Although the retaliatory tax 
is designed to penalize the companies 
ofa state where a higher rate is charged, 
it may indirectly recoil upon companies 
and citizens in its own state. Its 
, citizens may be policyholders of the 
company on which the tax is levied. 
For this reason, the existence of re- 
taliatory laws in other states may at 
times have been a contributing factor 
) in persuading a legislature against a 
proposal for an increase in the premium 
tax rate. 

Reciprocal Tax 

A very commendable system of tax- 
ation has been adopted by several 
states for the upbuilding of their do- 
mestic institutions by what is known 
as reciprocal taxation. Under this 


| method any favorable treatment re- 


ceived by a domestic company in other 
states is reciprocated. ‘The taxes and 
restrictions are modified for the com- 
panies of those states whose laws ac- 
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cord, to the domestic company, treat- 
ment less expensive or severe than the 
law which the initial state prescribed 
for the conduct and government of 
companies generally. 

The term retaliatory taxation is often 
wrongly designated as reciprocal. A 
favor is reciprocated and a wrong re- 
taliated. A state having reciprocal 
laws reciprocates favors shown its do- 
mestic companies by other states and 
thereby encourages and assists in the 
growth and stability of its domestic 
institutions. 
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County and Municipal Licenses and 
Taxes 

Taxation of insurance by counties or 
municipalities except on real property 
is forbidden by most states. There are 
a number which permit these local 
jurisdictions to levy taxes on insurance 
companies and on their agents. The 
methods used by these various local- 
ities are quite diverse. For example, 
in Alabama each city may levy upon 
life insurance companies a certain basic 
fee dependent upon the size of the 
city, as well as a one per cent tax on 
gross premiums collected therein on 
business issued during the tax period. 

In the State of Mississippi there is a 
body known as the Levee Commission- 
ers of the Yazoo-Mississippi Delta 
Levee District. By act of the legisla- 
ture this Levee District is authorized 
and levies the same privilege taxes on 
insurance companies that are levied by 
the state. Consequently, in addition 
to paying $200 per annum for the privi- 
lege of doing business in the State of 
Mississippi, companies in the Yazoo- 
Mississippi Delta Levee District, com- 
prising ten counties, must pay an 
additional $200 for the privilege of 
maintaining an office and agents in 
the Levee District. 

At the present time there are approx- 
imately 125 or 130 cities and towns in 
Missouri which collect a municipal 
license tax from insurance companies 


amounting to one per cent or more of | 


the premiums received. 

Using fire insurance as an illustration, 
it was recently brought out in a hear- 
ing in Kentucky that municipal tax 
charges against fire insuranee companies 
range from $5.00 to $75,028,75. These 
taxes are, of course, being paid by 
policyholders in addition to the special 
taxes imposed by the state. It was 
also developed that the cost of main- 
taining a salvage service for Louisville 
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was assessed upon the insurance com- 
panies and paid by the policyholders. 
Such salvage services are designed to 
keep at a minimum the amount of 
property damaged as a result of fire or 
water used in fighting fire. This is a 
municipal function just as much as the 
maintenance of fire departments or 
health departments. There are other 
cities which indirectly tax policyholders 
for the maintenance of salvage corps, 


organizations which function not only 


in behalf of policyholders but the com- 
munity generally. In effect, the policy- 
holders, a special class of citizens, are 
maintaining these organizations for the 
protection of the general community. 
Miscellaneous Tazres 

Numerous illustrations of other types 
of taxes may be cited. For example, 
in Kansas there is a flat tax on every 
insurance company of $50 for the school 
fund. In Oklahoma all life insurance 
premium taxes are segregated to a fund 
for the support of the schools. There 
appears to be no special reason why 
insurance companies should be called 
upon to maintain the schools by direct 
taxation, any more than jewelers as a 
class should be so taxed. In the end, the 
policyholder and not the company pays 
it. 

RECOMMENDATIONS 

The Advisory Committee to the 
Insurance Department of the National 
Chamber has carefully reviewed the 
existing special insurance taxation situa- 
tion as related to the interests of policy- 
holders. The committee did not con- 
sider taxes paid by insurance companies 
in common with other forms of busi- 
ness. The following recommendations 
were made: 

Special taxation should be limited to 
such a total as will adequately support the 
state’s insurance departmental supervision. 
Any excess is unjust in that it is levied on 
only a portion of the public and is dis- 
criminatory against those who believe in 


thrift and protection and is wasteful in tha 
it is obtained at a collection cost far beyond 
that of regular taxes. For the policy. 
holders’ benefit these evils should be cop. 
rected. The following specific recommen. 
dations are made toward this end: 

I. While the Insurance Advisory Com. 
mittee does not believe in the equity or 
justice of the present system of premium 
taxation, it nevertheless thinks this system 
may have to be continued for some time to 
come. In this event, the Insurance Ad. 
visory Committee believes— 

(1) There should be a material reduction 
in the amount of premium taxes collected, 
As indicated above, these should be limited 
to such a total as will adequately support 
the state’s insurance departmental super. 
vision. 

(2) In fire and casualty insurance, rein- 
surance and returned premiums, dividends 
to policyholders and losses should be de. 
ducted from gross premiums before the rate 
of taxation is applied to the premium 
income. 

(3) In life insurance, reinsurance, cash 
and applied dividends to policyholders, 
matured losses, endowment and cash sur- 
render values should be deducted from gross 
premiums before the rate of taxation is 
applied to the premium income. 

(4) The above method of taxation should 
be made uniform throughout the country. 


II. The Insurance Advisory Committee | 


thinks it highly desirable to have the fol- 
lowing licenses, taxes and fees consolidated 
into a single payment: 

License taxes. 

. Taxes for filing annual statements. 

. Publication fees. 

Fire marshal taxes. 


Agents’ and brokers’ licenses. 

Retaliatory taxes. 

. Municipal licenses and taxes relative 
to fire insurance. 

Other miscellaneous fees, such as 
those for supporting salvage corps, 
etc. 


The amount of the single payment to re- 
place the numerous state charges above 
mentioned should not be higher than the 
corresponding franchise or capital stock tax 
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Fire department and relief fund taxes. | 
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levied upon other business corporations. 
Ill. It is recommended that the State 
Insurance Department be supported by an 
iation from the legislature and not 

from the numerous types of taxes and fees, 
the abolishment of which has been recom- 
mended. The state insurance department 
should primarily be considered as a service 
organization rather thana meansof revenue. 


The United States Chamber of Com- 
merce is definitely opposed to the exist- 
ing system for special state insurance 


taxes. In 1924 member organizations 
committed it to the following resolu- 
tion: 

Special state taxes now levied on policy- 
holders through insurance companies should 
not be considered as a source of general 
revenue but should be reduced to the total 
in each state which will adequately support 
such state’s departmental supervision, and 
a uniform principle of taxing the holders of 
insurance should be adopted throughout 
the states. 
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Srare Insurance Licenses, Taxes AND Fees 1925 
= 
Licenses, Taxes and Fees 
Collected by— Expenses of | Ratio Spent Ratio Used 
Total (eo far | Insurance |for Service to| oF Other 
Sates State Insur- | State Treas- |"* Reported)! Department | Policyholders| State Pus 
ance Depart-jurer or Other poses 
ment 
Per cent Per com 
$768,020 $2,900 $770,920 $26,687 3.46 96. 54 
516,607 47,250 563,857 17,500 3.10 96.90 
st 219,992 4,368,885 4,588,877 66,566 1.45 98.55 
642,687 40,884 6.36 93 .64 Alal 
Connecticut............. 764,289 4,412,173 5,176,462 54,336 1.05 98.95 Aria 
148,175 5,700 3.85 96.15 Ark 
District of Columbia .....} ....... ® 299,754 299,754 19,914 6.64 93.36 Cali 
a 617,573 617,573 5,576 .90 99.10 Cok 
769,917 12,553 1.63 98.37 Con 
212,162 12,427 5.86 94.14 Del 
5,175,055 646,149 5,821,204 188,929 3.25 96.75 Dist 
Indiana. ...... 1,657,837 67,673 4.08 95.92 Flor 
lIowa..... 183,641 1,220,066 1,403,707 110,609 7.88 92.12 Geo 
043,934 |} ...... 943,934 40,793 4.32 95.68 Illin 
44,828 404,496 449,324 12,066 2.69 97.31 low 
| 898.956 46,998 5.23 04.77 Kan 
ans 306,881 2,653,564 2,960,445 122,583 4.14 95.86 Ken 
ae 2,554,443 25,508 2,579,951 89,796 3.48 96.52 Lou 
Minnesota.............. 134,916 1,479,911 1,614,827 61,914 3.83 96.17 Mai: 
Mississippi.............. 609,187 8,500 1.40 98.60 Mar 
0 Sr 132,852 2,203,985 2,336,837 85,553 3.66 96.34 Mas 
SSE 285,562 13,475 299.037 11,335 3.79 96.21 Mie 
Nebraska............... 468,828 .382 491,210 29,996 6.11 93.89 Min 
SS 24,444 5,000 29,444 | b 1,800 6.11 93.89 Mise 
New Hampshire ......... 32,417 285,691 318,108 9,880 3.11 96.89 Miss 
New Jersey............. 1,736,672 1,716,866 3,453,538 199,345 5.77 94.23 Mor 
New Mexico............. DELS . cewsasen 108,143 5,466 5.05 94.95 Neb 
Ns cecncveseses 2,233,320 5,194,231 7,427,551 629,691 8.48 91.52 Nev 
North Carolina.......... 1,434,465 | ........ 1,434,465 31,861 2.22 97.78 New 
North Dakota........... 278,808 | b 1,500 280,308 15,135 5.40 94.60 New 
rele pale 230,919 | 4,438,018 | 4,668,937 78,250 1.68 98.32 New 
811,871 131,792 943,663 33,628 3.56 96.44 New 
Oregon..... PT YT TTT 665,819 34,131 5.13 94.87 Nort 
Pennsylvania............ 5,561,838 261,803 5,823,641 110,949 1.91 98.09 Nort 
Rhode Island............ 23,341 514,688 538,029 15,613 2.90 97.10 Ohic 
South Carolina.......... 405,471 18,468 4.55 95.45 Okls 
South Dakota........... 43,835 363,493 407,328 15,313 3.76 96.24 Oreg 
Tennessee............... 1,321,440 29,080 2.20 97.80 Pent 
2,041,003 34,701 1.70 98.30 Rho 
Utah..... 201,005 7,529 3.75 96.25 Sout 
26,010 261,231 287,241 7,385 2.57 97.43 Sout 
Se 63,753 1,288,339 1,352,092 55,243 4.09 95.91 Ten: 
Washington............. 1,079,800 63,776 5.91 94.09 Texs 
West Virginia........... 760,908 | ........ 760,908 15,297 2.01 97.99 Utal 
1,985,530 | ..... eee 1,985,530 46,236 2.33 97 .67 Vern 
Wyoming......... oevnee 124,324 coececce 124,324 | 6 10,000 8.04 91.96 Virg 
Was! 

Totale—1925.......... $39,958,998 | $32,880,723 | $72,839,721 $2,661,317 3.65 96.35 West 

Totale—1924.......... 34,858,928 32,872,643 67,731,570 | d 2,513,467 | d 3.71 d 96.29 Wisc 

Totals—1923.......... 26,550,951 33,190,878 59,741,828 2,314,565 3.87 96.13 Wyo 

Totals—1922.......... 24,659,601 28,356,198 53,015,799 2,323,889 4.37 95.63 

Re 
a—Capital stock tax not included. b—Estimated by Insurance Commissioner. c—Expenses not segregated. 

d—The difference between this figure and the 1924 total shown in Bulletin No. 21 is due to a correction in the Y- 
North Carolina figure, received from the Insurance Commissioner of that state since the publication of Bullet 4 

‘0. 21. 

Norr.—While the tabulation is complete insofar as insurance department expenses are concerned, except for S 
Louisiana, it is important to note that in the case of some states all the taxes, licenses and fees are not included. b 
As regards state levies, this is because part of them are paid to state treasurers and other officials whose books may pd 
be kept in such manner as to render it impossible to segregate the insurance data. As for the amounts collected é- 
by counties and municipalities in those states permitting local jurisdictions to tax insurance companies and theit _ 
agents, it was found no central state agency had compiled the information. Among the states where local taxes | ’ 

Kansas, Kentucky, Louisiana, | Ne 


or fees were levied but the amounts were unavailable are Alabama, Florida, 
Maryland, 


Georgia 
, Missouri, Nebraska, Nevada, Ohio, South Carolina, West Virginia and Wyoming. 
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i .—This icates merely the different types of special taxes, licenses and fees, and does not show ex- 
— a - indicated by “Y” in that column, applies only to companies in- 


cies on lives of Massachusetts residents. 


corporated under foreign governments. Companies of other states pay a premium tax 


ceptions. Thus the Connecticut premium tax, 
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State Insurance Funds: Optional and Monopolistiec 


By Davin McCanan 


Assistant Professor of Insurance, Wharton School of Finance and Commerce, 
University of Pennsylvania 


HE growing extent to which in- 
surance in its manifold forms has 
been utilized by the great masses of our 
population during recent years, to- 
gether with the vast assets which, by 
the very nature of the business, have 
been accumulated by insurance com- 
panies, has resulted in considerable 
legislative attention being focused upon 
this institution. Laws have not always 
been confined to the supervision and 
regulation of private companies in 
order to safeguard the rights of the 
public, but in some cases have been 
designed to place the state in the 
position of an insurance carrier either 
in competition with private companies 
or to their exclusion. A variety of 
reasons has been advanced for this. 
The government life insurance plan 
was adopted as a war measure, teachers’ 
and publicemployes’ retirement systems 
have been devised to assist faithful 
workers in their endeavor to provide 
for old age, and bank guaranty laws 
represent an effort to protect the public 
from the hardships incident to bank 
failures. One motive which appears 
to have wielded considerable influence 
in the creation of some types of funds 
is a belief, especially on the part of 
those unversed in the knowledge of 
insurance underwriting, that the state 
can furnish insurance protection and 
all its collateral services at a lower cost. 
Before proceeding to a more detailed 
analysis of the funds which have been 
established by various governmental 
agencies, it may be helpful to consider 
the amount of business transacted by 
them as a whole. 


The premium income received jp 
1925' by the parcel post and registered 
mail insurance funds, soldiers’ and 
sailors’ life insurance fund, government 
employes’ retirement fund and District 
of Columbia teachers’ pension fund, 
all of which are operated by the Federal 
Government, totaled nearly $80,000,- 


000. At least a like amount should be { 


added for the state funds described in 
this article. As there are also numer- 
ous county and municipal insurance 
and pension plans in existence, an 
estimate of $200,000,000 as the amount 
received in the year 1925 by all govern- 
mentally operated insurance, pension 
and guaranty funds is doubtless con- 
servative. 

The following pages will be devoted 
to a brief review of the various funds 
created by different states which may 
properly be considered of an insurance 
nature. No attempt will be made to 
cover the Federal funds referred to 
above or the county and municipal 
insurance plans for protecting public 
property or providing pensions to 
teachers or public employes. 


Time oF ENACTMENT 


The states had done very little 
towards the creation of insurance funds 
prior to 1910, but the period 1911 to 
1915 inclusive witnessed considerable 
activity along this line, which was 
maintained also during the succeeding 
five years. Since then fewer funds 
have come into existence and a number 

1 All figures used in this article are for the 
calendar year stated or fiscal period ending in 
that year, unless otherwise noted. 
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have been rendered inoperative by re- 
peal of the law, exhaustion of the fund, 
or withdrawal of contributors. The 
trend in the establishment of insurance, 
pension and guaranty funds may be 
seen by referring to the subjoined table. 


possibility of state funds in connection 
with proposed compulsory automobile 
liability insurance legislation has also 
received considerable attention, though 
it is difficult to understand how a state 
could write liability insurance since the 


Dates or ADOPTION 


(State Fund Laws) 

= 

Before 1905....... 1 2 6 9 
1906-1910........ 1 - 4° és 1 2 8 
W911-1915........ 13 10 1 1 2 ge 1 1 3 35 
1916-1920........ 3 4 1 4> ga 4! 1 7 26 
1921-1925........ 1 2 2 2 ll 

17 18 * 4 5 8 13 2 2 2 18" | 89 


*® Maryland school pension fund not included. 
> Oklahoma hail law repealed in 1925. 


¢ Oklahoma bank guaranty law repealed in 1923. 


4 Washington Bank Guaranty fund now inoperative—all member banks have withdrawn. 

* New Jersey fire fund not yet in operation—Michigan and Minnesota funds exhausted. 

‘ Vermont fire fund not yet in operation—South Dakota's is an emergency reserve appropriation. 
* Colorado, Iowa and Oregon’s funds are established by appropriations to be used as emergency 


reserve. 
» Many of these funds are inoperative. 


Nore.—Arizona, Nevada and Rhode Island have teachers’ pension laws but since they are non- 
contributory and do not provide for the creation of a fund, they have been omitted from the tabu- 
lation. Connecticut and Maine have state employes’ pension laws which have been excluded for 


the same reason. 


Notwithstanding the fact that fewer 
funds were initiated between 1921 and 
1925 than during either of the two 
preceding five-year periods, there was 
nevertheless a great amount of agita- 
tion for state insurance. Some idea of 
the extent of this as respects workmen’s 
compensation may be obtained from 
information supplied by F. Robertson 
Jones, Secretary-Treasurer, Workmen’s 
Compensation Publicity Bureau set 
forth in the footnote below.2. The 


* Excerpt from letter of December 13, 1926. 
“During the years 1921-26, inclusive, bills to 
create monopolistic state workmen’s compensa- 
tion insurance funds have, according to our 


very nature of that type of coverage 
would thus place a governing body in 


records, been introduced and subsequently 
defeated in the following states and territories: 


Alaska—1921 and 1923 

Arizona—1921 

Connecticut—1921 

District of Columbia—66th, 67th, 68th and 69th 
(bill pending) congresses 

Florida—1921 and 1925 

Georgia—1922 

Illinois—1921 and 1925 


Massachusetts—1922, 1923 (2bills), 1924 (2bills), 
1925 and 1926 (2 bills) 
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the position of defending one citizen In the latter case common-law defency 


against another. are removed, but in spite of that fag = 
many employers in Oregon avail them. 
TYPES OF FUNDS selves of this privilege. 
The following analysis of the types Competitive—Arizona, California, 
of funds, the extent of their operations Colorado, Idaho, Maryland, Michigan, 


and the results achieved can of neces- Montana, Pennsylvania, New York 
sity touch only the high points because and Utah have created funds with | $0 
of limited space, but it is hoped it may which the employer may carry his | \4,, 
serve to point out the tendencies and workmen’s compensation risk if he s | Con 
perhaps certain of the dangers incident desires, although he is given the option 
to particular types of state insurance of taking insurance with a_ private 


activities. company or becoming a self-insurer | — 
upon meeting certain standards of } 
WorKMEN’s CoMPENSATION solvency. 


Under the workmen’s compensation | During the year 1920, when all state | 
laws of most states, employers are compensation insurance funds, other 
obliged to guarantee the payment of than Arizona,’ were in actual operation, 
certain prescribed benefits to workers their combined premium income was 

; injured in industry. 19.0 per cent of that written in the 
i Monopolistic-—Nevada, North Da- United States by the principal types of 
kota, Ohio, Oregon, Washington, West C@!Ters (reciprocals and_self-insurers 
Virginia and Wyoming require all being excluded since no data were 

f workmen’s compensation insurance to #Vailable). For the year 1925 the 
be written with the state fund. In Tatio was 17.1 per cent. This change 
three of these self-insurance is per- WS in part due to a growth in the a 
| mitted and in two others private ®mount of business written by stock = 
: employers may carry employer’s lia- Co™panies in states not having com- , 


bility insurance, as the law is elective. pensation funds and in part to s drop Ma 
in the premium income of monopolistic | _ yj, 


eg 


\| 


Minnesota—1921 and 1923 funds not entirely offset by an increase _ Mo 
i Missouri—1921, 1923, 1924 and 1926 in the competitive. The premiums | Ne 
} Nebraska—1925 received by each type of carrier during | P* 
Now Sereay—1981 the years 1920 and 1925 will be found 7 


Wisconsin—1923 and 1925 4 
on following page. 


“During the same years, bills to create such = While the state funds did not bulks | — 
monopolistic state funds where competitive state large in 1925 for th t hole, 
funds already existed were introduced and rge in or the country as @ who | 


subsequently defeated in the various states as the proportion written by the competi- M 


follows: tive funds as compared with private 

Idaho—1921 companies in those states where both | ™ 
Maryland—1924 types of insurance were available pl 
Montana—1921 and 1923 remained substantially the same,| ™ 
New York—1921, 1922, 1923 (2 bills), 1924,1925 although the relative proportion re | Y® 
BL te ceived by some individual funds de- sh 

creased while that for others increased. 
tive state funds were introduced in Arizona and Statistics for 1925 show the wide tic 


Illinois—the Arizona bill of that year being 3 The Arizona fund did not commence activities In 
enacted and now in effect and the Illinois bill until March, 1926, so has developed relatively 
being defeated.” little experience. Wi 


und 
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Premium Recerpts—WorKMEN’s COMPENSATION INSURANCE 
1920 1925 

Per cent Per cent 
Stock Companies* ..............-. $119,788,048 61.0 $137,120,735 64.7 
Mutual Companies*............... 39,099,998 20.0 $8,572,881 18.2 
Monopolistic 24,335,416 12.4 21,292,828 10.1 
Competitive 12,983,309 6.6 14,904,543 7.0 

$196,206,771 100.0 $211,890,987 100.0 
*Data supplied by A. M. Best Company 


variance in the extent of business specified by law, the cost of paying 
transacted by the different competitive them should be the same regardless of 


funds. the type of carrier. The only saving 
ComPARISON OF Premium Income For 1925 State Funps AND Private CoMPANIEs 
Per cent of 

Premiums Received Total Received 

State Private Total State | Private 

Funds Carriers Funds | Carriers 
cp $ 5,811,317 $13,503,463 $19,314,780 30.1 69.9 
554,869 1,385,105 1,939,974 28.6 71.4 
278,610 468,016 746,626 37.3 62.7 
Maryland 297,952 2,716,833 8,014,785 9.9 90.1 
teen 520,918 7,519,570 8,040,488 6.5 93.5 
Montana 253,055 176,173 429,228 59.0 41.0 
New York ................. 4,246,429 48,140,650 52,387,079 8.1 91.9 
Pennsylvania 2,661,203 12,151,552 14,812,755 18.0 82.0 
280,190 697,455 977,645 28.7 71.3 
$14,904,543 $86,758,817 $101,663,360 14.7 85.3 


The California, Colorado, Idaho, 
Montana and Utah funds have a 
monopoly of insurance on public em- 
ployments and contracts on public 
works. This accounts in part for the 
very much higher percentages they 
show. 

One of the principal arguments 
advanced in support of state compensa- 
tion funds is the lower cost of operation. 
Inasmuch as the scale of benefits to 
which injured workmen are entitled is 


therefore would arise from a lower 
expense of operation. The ratio of 
administrative expenses to premiums 
written was 5.6 per cent for monopolis- 
tic funds in 1925 as compared with 
approximately 4 per cent for the same 
carriers in 1920. For competitive 
funds the ratio was 15.9 per cent in 
1925 which is a very material increase 
over the 10.6 per cent ratio for 1920. 
These percentages are based upon 
actual expenditures and do not take 


fences | 
t fact 
ornia, | 
higan, | 
York | 
with 
y his 
he go | 
ption | 
‘1Vate 
other 
tion, | | 
= 
es of | 
were 

the 
rp | 
trop | 
| 
ums | 
ring 
| 
ole, | 
rate 
oth 
ble 
| 
le 
ed. 
| 


206 Tue ANNALS OF THE AMERICAN ACADEMY 


into consideration the fact that monop- 
olistic fund figures ordinarily include 
all expenses incident to the administra- 
tion of the compensation law and 
neither set of figures includes allowance 
for office space, supplies, legal services, 
etc., furnished to the fund in many 
states without being charged against 
its expense account. Only California 
and Utah pay state premium taxes, the 
rate being 2.6 per cent in the former and 
1.5 per cent in the latter jurisdiction. 
In order to make an accurate compar- 
ison of costs with private companies, 
an adjustment should be made for all 
these factors. If such were made, 
there is every reason to believe the 
average expense ratio for competitive 
state funds has so increased in late 
years as now substantially to approx- 
imate that for mutuals. 

It would be misleading to present 
comparative expense ratios without 
some reference to the types of services 
performed by the different carriers. 
One of the most glaring deficiencies, 
from the standpoint of service, has been 
the entire lack of safety activities in 
the monopolistic funds until recent 
years and the disregard of such service 
by all except a few of the larger com- 
petitive funds. The Washington mo- 
nopolistic fund is now carrying on a 
consistent program of accident preven- 
tion work and the Ohio fund has 
recently initiated similar activities 
under a constitutional amendment 
(1923) and enabling act (1925) which 
permit one per cent of the premium 
income received from employers to be 
used for this purpose. Aside from 
California, New York and Pennsyl- 
vania, little or no service of this nature 
is rendered by competitive funds. 
Some of the funds have no merit rating 
plans whatever while a number of 
others allow only an experience rate. 
As a whole it may safely be said that 
the maximum efforts are not being 


exerted to use merit rating as a means 
of reducing accidents, in spite of the 
emphasis being placed upon this by 
private companies. 

One reason for the lack of service jp 
many funds is the budgetary limit 
which is placed upon their expendj- 
tures. This restriction is reflected not 
alone in the curtailment of activities 
designed to prevent loss, which actiyj- 
ties are fundamental to any well. 
rounded plan of insurance, but also jp 
the inability of the management jp 
some states to audit payrolls properly 
and thus be sure that each employer is 
paying his just premium. Managing 
officials of certain funds further contend 
the limitation on their expenses makes 
it impossible for them to secure and 
maintain high grade employes and to 
conduct necessary home-office opera- 
tions as efficiently and pay claims as 
expeditiously as possible. Some like- 
wise assert that this is a very material 
handicap in their efforts to secure 
business. Though legislators may be 
cognizant of the short-comings enu- 
merated, little effort appears to have 
been exerted to remedy the situation. 


TEaAcHERS’ PENSIONS 


Arizona, Nevada and Rhode Island 
have in force laws which grant pensions 
on retirement to teachers in public 
schools who have met certain require- 
ments as to age and length of service. 
These are non-contributory. A num- 


ber of states have never provided any ; 


pensions for school teachers, although 
they permit cities of a certain siz 
within their boundaries to establish and 
operate local retirement systems. 
Nineteen,‘ however, have created funds 


having a state-wide application (in a | 


‘California, Connecticut, Illinois, Indiana, 
Maine, Maryland, Massachusetts, Michigan, 
Minnesota, Montana, New Jersey, New York, 
North Dakota, Ohio, Pennsylvania, Vermont, 
Virginia, Washington and Wisconsin. 
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qumber of cases, large cities in the 
state have their own funds and do not 
come under the state plan) to which 
teachers, the state and in some 
instances local school districts contrib- 
yte. These may either be optional or 
compulsory. From the standpoint of 
fnancial stability they may be divided 
into two groups. 

Actuarial—When this plan is fol- 
lowed teachers ordinarily contribute 
four or five per cent of their salaries, 
which sums are accumulated with 
interest in separate accounts for each 
member in the same manner as savings 
deposits. At time of retirement, the 
accumulated contributions, including 
interest, are used to purchase an 
annuity of such amount as they will 
buy according to a certain mortality 
table and a given rate of interest. 
Provision is generally made for with- 
drawal of savings in event of dismissal 
or resignation and for their payment to 
beneficiaries in case of death and to the 
member in event of disability. 

The state usually offers to match the 
annuity provided by the teacher with 
a pension of like amount. Since 
teachers with records of service prior to 
the enactment of the law might only 
receive a very small retirement income 
under this plan if they have but a few 
years yet to teach, the state may grant 
an additional pension for the prior 
service. An annual appropriation is 
customarily allowed for establishing 


| a reserve to meet current pension 


liabilities, but the accrued liabilities for 
prior service are so large that most 
states cannot afford to appropriate at 
one time an amount sufficient to take 
care of them, so the cost is spread over 


anumber of years. 


Cash Disbursements.—Teachers in a 
number of states make nominal con- 


| 


tributions to the state retirement fund, 
such as $1 a month, which even with 
interest would be insufficient to pro- 
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vide much of an annuity at the end of 
their teaching service. No individual 
accounts are kept and the teacher has 
but a limited privilege of withdrawal, 
if any. The retirement salary is 
generally a fraction of the teacher’s 
average salary for the five years pre- 
ceding retirement, with minimum and 
maximum limitations. Pensions are 
paid from the teachers’ contributions 
and public appropriations but the ex- 
perience of states having such funds 
has been that the cost increases very 
rapidly and the accrued liabilities soon 
become enormous. 

In the past decade, the income of 
contributory state teachers’ pension 
funds has grown tremendously until in 
1925 the aggregate exceeded $31,500,- 
000. The size of some of these funds 
is evidence not alone of the important 
roéle which they play in the economic 
affairs of teachers, but should be a 
warning to state officials of the neces- 
sity for making certain at once that 
they are on a safe financial basis. The 
tendency unquestionably. lies in that 
direction and the more recent laws 
are on the whole sound in principle. 
Furthermore, a number of states, as 
Indiana, New Jersey, New York and 
Wisconsin, have in late years materially 
revised their former laws in order to 
place them upon a firmer foundation. 

Other states have either failed to 
recognize the condition of their funds 
or legislatures have done nothing to 
remedy it. Officials of four frankly 
admit their funds are actuarially un- 
sound or in a very weak position. In 
the case of California, for example, on 
November 30, 1924, the present value 
of annuities already entered upon was 
$4,246,950 and of probable annuities 
to be granted teachers then in 
actual service $46,211,940. As against 
these total liabilities amounting to 
$50,458,890, the assets on hand plus 
the present value of all probable future 
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income, including that from the in- 
heritance tax as well as teachers’ con- 
tributions, amounted to $17,610,437. 
On this basis, the deficit as of that date 
was $32,848,453. It is estimated the 
Minnesota fund has now about $1,000,- 
000 of assets and $10,000,000 of lia- 
bilities. If the experience of these 
funds does nothing else, it should at 
least emphasize the importance of 
making a careful study and employing 
a competent actuary before enacting a 
law, in order that there may be no 
question later as to the ability of the 
fund to pay pensions on which aged 
teachers are relying for support during 


their declining years. 
Strate Emp.oyes’ PENsIons 


Although Connecticut and Maine 
pay straight pensions to retired state 
employes, only four states, so far as the 
writer has been able to ascertain— 
Massachusetts, New Jersey, New 
York and Pennsylvania—have con- 
tributory systems. All of these main- 
tain individual accounts for each 
member’s contributions. Annual ap- 
propriations are made in the last 
three states to meet accrued and 
accruing liabilities, but Massachu- 
setts pays its portion of the pension 
costs only when incurred. Provisions 
as to withdrawal, death, disability and 
for taking care of service prior to the 
enactment of the law resemble very 
closely those discussed for teachers’ 
pensions. With the exception of the 
Massachusetts fund, all others are of 
comparatively late origin. Their 
authors have apparently profited by 
the mistakes made in many of the 
teachers’ funds, although it may be 
noted that New York still has a sepa- 
rate retirement system for state hos- 
pital employes, which system is in bad 
financial condition. Efforts are being 
made to bring this under the general 
state employes’ retirement system. 


Receipts from employes’ contribution, 
and state appropriations of the Mas 
sachusetts, New Jersey and New Yor 
funds during the year 1925 wen 
$4,616,538. 


Among those states whose crops an 
particularly susceptible to damage by 
hail, five—Montana, Nebraska, North 
Dakota, Oklahoma and South Dakot, 
—have created funds to supply protee. 
tion against this hazard. The Okla. 
homa law has subsequently bee 
repealed. Present funds are of two 
types. 

Automatic.—All cropped land js 
automatically covered in North and 
South Dakota unless specifically ex. 
empted. A hail indemnity tax is 
assessed against the owner or tenant in 


the same manner as other taxes. North | 


Dakota also levies for the benefit of its 
hail fund a one cent flat acreage tax on 
all tillable land whether or not insured 
by the state. 


Optional.—In two states farmers may 
obtain coverage against hail by apply- 
ing to the county assessor. When thus 
covered in Montana, the hail levy is 
included with other taxes against the 
land and collected in the same manner. 
Nebraska requires the premium for 
hail insurance to be paid in cash or by 
bank order. 

State hail insurance funds did not 
write any substantial amount of busi- 
ness until 1919. During that year, 
however, their income from assess 
ments and levies represented 19.4 per 
cent of all premiums received by hail 
insurance carriers operating in this 


country. An idea of the changes ' 


which have subsequently come about 
in their relative importance as com- 


pared with private companies may 


best be obtained from the following 


table: 
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Premium Recerrs—Hatr Insurance 


(in thousands) 
Stock and Mutual State Fund 
Years Companies * State Funds Total | Per cent of Total 
Ye 24,235 5,861 30,096 19.4 
19,588 5,864 25,452 23.2 
15,646 7,306 22,952 $1.8 
12,693 6,256 18,949 33.0 
18,812 5,464 19,276 28.3 
«ee 10,411 4,471 14,882 30.0 
16,404 2,688 19,092 14.1 
* Data supplied by National Underwriter 


The automatic funds of North and 
South Dakota received more than 
ninety per cent of the total levies and 
assessments paid to all state hail funds 
during the above seven years. While 
their annual income has suffered a very 
material reduction, particularly in 
1925, that of the optional funds has 
dwindled much more rapidly. The 
maximum receipts of all optional funds 
combined exceeded $900,000 in 1920, 
but were barely more than $100,000 in 
1925. 

Although the cost per acre has 
generally been lower than that charged 
by private companies, the variance in 
the levy from year to year when the 
rate is not fixed in advance, the possi- 
bility of extra assessments, the un- 
scientific zoning and rating systems 
used until recently by certain funds, 
the occasional pro-rating of losses and 
frequent delays in their payment, and 
the lack of adequate catastrophe 
reserves and re-insurance have un- 
questionably created dissatisfaction 
with state administration of this type 
of coverage. All reduction in premium 
income cannot be attributed to these 
factors alone perhaps, since the general 
deflation of farm values and a more 
widespread knowledge by farmers of 
the manner in which they can exempt 


m= FREES 


themselves from the operation of 
automatic laws have undoubtedly 


exerted an influence. In 1925, North 
Dakota adopted a zoning system and 
South Dakota revised the one in opera- 
tion there. An effort is now being 
made in Montana to incorporate the 
automatic feature in its legislation. 


Bank GUARANTY 


The purpose of these funds is to 
protect depositors in state banks 
against loss which might be occasioned 
by the bank’s insolvency. 

Compulsory.—Mississippi, Nebraska, 
North Dakota, Oklahoma and South 
Dakota have made the protection of 
deposits in this manner compulsory, 
though the law in Oklahoma has since 
been repealed. Texas banks must 
either be protected under the guaranty 
system or file a bond for the security 
of deposits. 

The maximum rate of assessment was 
set at one fourth of one per cent of the 
average daily deposits in Mississippi, 
North Dakota and South Dakota, and 
one fifth of one per cent in Oklahoma. 
The limits in Nebraska and Texas, 
however, were higher since Nebraska 
allowed an extra assessment of one half 
of one per cent (one per cent until 1923) 
in addition to its regular one tenth of 
one per cent regular assessment. In 
Texas, the regular assessment was 
placed at one fourth of one per cent and 
the maximum at two per cent. 
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Since the assessment privilege was 
so limited in the first four states named 
and adequate provision had not been 
made beforehand for unusual losses, 
these funds found themselves unable 
to weather the storm of the deflation 
period. As a result, Oklahoma was 
obliged to repeal its law at a time when 
it had $1,336,000 of Banking Board 
Warrants outstanding and owed de- 
positors of insolvent banks about 
$6,000,000. The latter amount has 
since been reduced by the liquidation 
of these banks, but the state bank 
commissioner thinks “it is not likely 
now that any of the Banking Board 
Warrants or any of the (remaining) 
amount due to depositors under the 
provisions of that law will ever be 
paid.” The Mississippi, North Da- 
kota and South Dakota funds now have 
outstanding liabilities approximating 
$43,000,000 with assets of about 
$640,000 and a possible annual income 
of $680,000. 

It is contended the Nebraska fund 
is the only one which has achieved 
success, but opponents claim it would 
be insolvent if obliged to pay losses on 
the thirty-seven banks now being 
operated by the Commission. Even 
assuming that body is able to put most 
of these banks back on their feet with- 
out loss, it is evident it would not have 
been able to meet all liabilities except 
for the special assessment privilege. 
The payment of the heavy maximum 
assessments in Texas has been a very 
severe drain upon the bankers of that 
state as a result of which state banks 

are rapidly leaving the guaranty fund 
and availing themselves of the bond 
security plan made possible under an 
act of 1925. An attempt by the South 
Dakota legislature in 1925 to repeal its 
guaranty law was repudiated by the 
voters at a referendum in November, 
1926, by being made a political issue. 
Optional.—Membership is optional 


in Kansas, but under a recent stat 
supreme court decision certain i 
are attached to withdrawing from th 
fund when all liabilities to depositor 
of failed banks have not been met 
the fund. On August 20, 1925, it was 
estimated that $4,500,000 in 

fund certificates were outstanding with 
less than $18,000 in the fund to meg 
them. The approximate amount 
which can be realized from assessments 
each year is about $350,000. Wash. 
ington likewise has an optional system 
but all member banks have exercised 
their right to withdraw from it. 


INSURANCE ON STATE PROPERTY 


Provision for payment of losses on 
state property occasioned by fire, 
tornado, and in certain cases other 
hazards, has been made in some states 
by the creation of funds. These are of 
two types. 

Emergency Reserve A ppropriation.~ 
A given amount may be appropriated 
which shall be used for replacing 
destroyed property. This may be an 
outright annual appropriation designed 
to build up in course of time a fund of 
substantial size but without any par- 
ticular reference to the value of the 
property at risk. In Oregon, for 
example, $25,000 was to be set aside on 
July 1, 1925 and July 1, 1926, and 
thereafter the sum of $50,000 on July 
first of each year until $300,000 shall 
have been accumulated. The first 
payment under this provision was 
immediately wiped out by a $25,700 
loss at the Oregon Agricultural College. 
Colorado provides for an annual appro- 


priation of $40,000 beginning with the 
fiscal year 1926 and limits the total 


that may be accumulated in the fund | 


to $250,000. 
On the other hand, the appropriation 
may be intended to pay only for losses 


which take place during the period for | 


which appropriations are budgeted. 
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amount not used reverts and a 
gparate appropriation must again be 
made by the following legislature. 
lowa sets aside $100,000 every bi- 
enium and South Dakota $150,000 
annually under such laws. For the 
ten-year period ending June 30, 1924, 
the biennial losses in Iowa ranged 
between $3,365 and $267,561. The 
lowest annual loss in South Dakota 
since the enactment of the law in 1919 
was $317 and the highest $39,346. 
New Jersey and Vermont are making 
annual appropriations for the purpose 
of establishing substantial reserve 
funds, but in the meantime are cover- 
ing their property with private com- 


wt established in the manner de- 
scribed may not strictly be regarded as 
affording insurance protection. Their 
purpose is to permit the restoration or 
replacement of destroyed property 
without the necessity of waiting for 
another session of the legislature rather 
than to distribute the loss in accordance 
with recognized insurance principles. 
Self-Insurance.—Alabama, Florida, 
Michigan, Minnesota, North Dakota, 
| South Carolina and Wisconsin have 

created self-insurance funds which 
charge definite premiums, usually 
based on old-line company rates, set up 
reserves and in general function as 
regular insurance carriers. Re-insur- 
ance is frequently carried on large or 
extra-hazardous risks. The Michigan 
and Minnesota funds have become 
exhausted within recent years owing to 
failure the part of the state to 
appropriate premiums. The premium 
income of the other five totaled 
$869,559 in 1925. Because these funds 
are limited to coverage on public 
property—that belonging to the state 
and in some cases counties, munici- 
palities and school districts—there 
_ seems to be small prospect of much 

growth. 
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Savings banks in Massachusetts may 
organize insurance departments under 
certain regulations. These depart- 


_ments are not only closely supervised 


by the state but are furnished with all 
necessary supplies, as well as the 
services of an actuary, a state medi- 
cal director and instructors who ex- 
plain the system to employes in indus- 
try and write insurance. The state 
further exercises general adminis- 
trative control. While there is no 
legal liability on the part of the state 
and no fund other than a general 
insurance guaranty fund which is in the 
nature of a catastrophe reserve, this 
system is so closely allied with the state 
as to be frequently regarded in the 
nature of state insurance. 

Although the banks are enabled to 
offer standard contracts at a lower net 
cost than old-line companies, since the 
state bears a portion of their expenses 
and they pay no commissions to agents, 
the aggregate premium received by 
them in 1925 was only one per cent of 
the total collected by all types of life 
insurance carriers in the state.’ The 
missionary work performed by agents 
of old-line companies has probably been 
responsible in good measure for the 
amount of growth attained. Because 
life insurance is “sold and not bought” 
a very marked progress in the savings 
bank system is hardly probable. 

Wisconsin operates a fund of small 
size which issues standard forms of life 
insurance policies. Fewer than 900 
contracts are in force and the premium 
income is but a negligible fraction of 
that received by private companies in 
the state. No serious effort is being 
exerted to secure new business. 


Pusiic Deposir GUARANTY 


All interest collected by the state of 
Iowa or its political subdivisions on 
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public funds may be diverted and used 
for the purpose of paying losses on 
public funds resulting from the failure 
of banks in which they were deposited. 
On August 1, 1926 (the end of the first 
year’s operations), this fund had 
liabilities on approved unpaid claims 
totaling $700,000 beside a large amount 
of undetermined liabilities. Allincome 
available by the terms of the law had 
been used to pay losses, so there were 
no assets. In Wisconsin a special fund 
is being set up, under a recent law, 
consisting of one half of one per cent of 
the principal of public deposits. This 
will take the place of the former re- 
quirement as to the furnishing of 
depository bonds and is intended to 
pay for losses on public funds in closed 
banks. No information is available as 
to its operations. 


BonbDING 


All bonds required in North Dakota 
or South Dakota to be filed by officers 
of the state or its political subdivisions 
are written by state funds created for 
that purpose. These laws are auto- 
matic in character and prohibit the use 
of public monies to pay for personal or 
corporate surety bonds. The funds 
are small in size and limited in their 
possible development because they 
cover only public employes. The 
combined premium income in 1924 was 
approximately $45,000. 


Torrens TITLe 


In connection with the operation of 
the Torrens title registration laws, 
insurance or indemnity funds have 
been provided for in eighteen states. 
One writer® claims, “as an insurance 
scheme, the Torrens laws are to say the 


5 The State Insurance of Land Titles in the 
United States, Dr. E. L. McKenna. 


least, extremely undeveloped and oper} 
to many objections.” Many of th 
funds are now practically inoperatiy. 


CONCLUSION 


The record of state insurance as, 
whole has not been inspiring. Som, 
funds have been exceptionally wel 
managed and point with pride to they 
achievements. Others have hopelessly 
failed. The downfall of the latter may 
be attributed to a narrowly restricted 
field of operation or a sacrifice from 
the outset of basic underwriting prin. 
ciples in the interest of lower cost 
In many cases, due regard has not 
been paid to the proper distriby. 
tion of risk, the collection of ade. 
quate premiums, the reinsurance of 
excess lines and the creation o 
reserves for unusual losses. Loss pre. 
vention activities, which progressive 
underwriters recognize as_ essential 
to any constructive insurance plan, 
and other collateral services have been 
neglected or materially limited. If all 
funds are grouped together, the ques- 
tion may well be raised as to whether 
the savings claimed for them have 
warranted the foregoing of benefits 
from these other factors. The tend- 
ency in recent years to adopt practices 
which old-line companies have proved 
by long experience to be sound is 
encouraging, but improvements in 
service and security can be brought 
about only by increasing the expenses 
of operation. This would tend, how 
ever, to minimize the importance of the 
reason advanced for the existence of 
certain funds and recognition of its 
effect should serve to make legislators 
hesitate before engaging the state in 
type of business which private com- 
panies have already demonstrated 
their ability to handle. 
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Insurance Instruction in American Universities and 
Colleges 


By S. S. Huesner, Px.D. 


°© 88 4 | fessor of Insurance and Commerce, Wharton School of Finance and Commerce, University of 


Some 
wel 
© ther} \NE of the most impressive devel- 
relessly opments connected with insur- 
ef May} ance, particularly during the last ten 

is the rapid recognition of the 
from} wbject by our higher institutions 
prinjof learning as an integral part of 
cost} their curriculum. Thistendency is fully 
'S Not} justified by every educational con- 
‘tribu-/ sideration—the vital social importance 
ade.) of the subject, promotion of the in- 
ce of} dividual’s economic welfare, magnitude 
m olfof the business, general educational 
S pre-| hearing upon other economic subjects, 
essive} and mental disciplinary and _ utility 
ential ‘ yalue to the student. 

plan} Insurance has become a business of 
been} tremendous proportions in the United 
If all} States, with an annual premium income 
ques-/ of about six billion dollars, and with 
ether} assets equal to about one dollar out of 
have| every twenty-five dollars of the na- 
iefits / tion’s total wealth. It is concerned 
end-' with the elimination of risk from our 
tices | economic affairs, and constitutes one of 
oved } the fundamental divisions of economics, 
d is} just like production, distribution and 
| in} consumption. The fundamental pur- 
ught } pose of insurance is to protect against— 
nses| and where a loss has occurred to in- 
demnify—the loss of life and property 
the| values. With respect to both types of 
values, insurance also comprises the 
its} vast field of loss prevention in the first 
instance. 

Life insurance capitalizes human life 
m-' values, by far the greatest economic 
ted| value in every community, in the in- 
terest of family, business and society. 
It deals with the financial appraisal, 
organization, management and liquida- 
tion of the monetary worth of human 


Pennsylvania 


life values, and represents the applica- 
tion to such values of the same funda- 
mental economic principles as are now 
so generally taught in our institutions 
of learning and so commonly practiced 
as a matter of course with respect to 
property values. It also bears a vital 
relation to thrift and investment, to the 
creation of sinking-funds to meet future 
family and business obligations de- 
pendent upon the continuance of life, 
to the creation, protection and settle- 
ment of estates, and to educational and 
philanthropic bequests. Property in- 
surance, on the contrary, protects 
against the loss of property values 
through the many types of hazards 
that exist, and serves to investigate the 
nature and significance of the causes of 
loss, to formulate ways for their elimi- 
nation, and to distribute the “risk 
bearing” equitably and conveniently 
among individuals, types of business, 
and communities. Moreover, all 
forms of insurance serve as a basis of 
credit and as a means of eliminating, in 
business affairs, the paralyzing effects 
of worry and fear. All economic enter- 
prises—family, business, or vocational 
—involving property values, human 
life values in the form of current earn- 
ing capacity, or skilled managers or 
employes, are obliged at all times, if 
proper organization is wanted and 
credit desired, to use practically all the 
leading lines of insurance. 

Magnitude and vital bearing upon 
social and individual welfare, however, 
are not the only considerations that 
should prompt incorporation of the 
subject of insurance into our educa- 
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tional system. Insurance also bears a 
direct and vital relation to other applied 
economic subjects that have long en- 
joyed a prominent place in the cur- 
riculum of the business schools of our 
universities and colleges, such as cor- 
poration finance, investments, indus- 
trial organization and management, 
commercial credit, wills and trusts, and 
taxation. All of these subjects are in- 
timately concerned with life insurance, 
and most of them also with property 
insurance, and specialization in the 
study of these applied subjects involves 
a knowledge of the services, principles 
and practices of insurance just as truly 
as it does of the other basic subjects 
now so generally required as a pre- 
liminary to specialization in any of the 
applied business fields. Moreover, as 
a collegiate subject of study, insurance 
combines the virtues of mental dis- 
cipline, a proper sense of the serious- 
ness of life, a proper concept of com- 
munity service, and information really 
useful in living, quite as much as other 
subjects now comprising the collegiate 
curriculum, and in many instances 
much more so. 


Rapipiry OF THE DEVELOPMENT 


In 1925, Professor Ralph H. Blanch- 
ard, of Columbia University, made a 
canvass of 210 American higher insti- 
tutions of learning with a view to 
determining the number that were 
offering courses of instruction in in- 
surance. His summary showed that 
ninety-three institutions offered such 
courses at the time of his inquiry. Of 
this number, fifty institutions offered 
only one general course that related to 
the several leading lines of insurance, 
thirty-two offered specialized courses 
only, and eleven both general and 
special. 

For the preparation of this article, 
the author sent a detailed questionnaire 
to the ninety-three institutions men- 


tioned by Professor Blanchard, ic eg 
as to others that were subseq 

reported as having started instructiq 

in insurance. Seventy-seven Iu 
tions have made returns thus far, an 

this number, it should be noted, en, The 
braces nearly all the leading univ 

and colleges of the country. Sixty parke 
four, or all but thirteen of the instijensiv 
tutions that responded, were able tj ffere 2 
report the year when organized instrug event 
tion in insurance was first offered. Theo the 
very beginning, aside from the presep, 
tation of the subject along strictly legdondu 
or actuarial lines, seems to date back hysine 
to the academic years 1903-04 andio ha’ 
1904-05 when eight institutions com jon o 
menced giving instruction in insurang ¢udy. 
in some form. Following this begin jeliev 
ning, very little progress seems to have'/hensiv 
been made for the next ten years, only {air 
one other institution having been added situat 
prior to 1910 (namely, in 1906) andonly Alt 
six more before 1915, namely, two ininstru 
1911, three in 1912, and one in 1914 1903- 
Beginning with 1915, however, the gener 
adoption of courses proceeded at sor tw 
much more rapid pace. In that | 
five more institutions were added to thekover: 
total, and then followed 1916 with fow ject — 
more, 1918 with two, 1919 with seven, spar: 
1920 with nine, 1921 with five, 192% juncti 
and 1923 with three each, 1924 with sixjecono 
1925 with three and 1926 with usual! 
Instruction in insurance along ece?taini 
nomic and operating lines may thus by ubje 
said, as far as American universities largel 
and colleges are concerned, to have had point 
its beginnings less than a quarter 
a century ago, and to have experie 
its main growth within the last 
Its recentness is indicated by the f 
that thirty-one of the sixty-four insti 
tutions reporting, or nearly one- 
commenced their insurance in 1 


eight, or nearly sixty per cent, s df 
after 1918; forty-nine, or three-fourths of se 
of the total, after 1915; and fifty-five in th 


| in 1920 or thereafter; that _ 
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Phen -six per cent of the total, 
sawing 1910. 


piers IMPROVEMENT IN COURSES OF 
far, ani Srupy 


ed, en, The rapid adoption of insurance 
yersitidourses has been accompanied by a 
Sixtymarked expansion in the compre- 
e insti pensiveness of the instruction given. 
able Here again, it should be noted that the 
event seven institutions that replied 
Thejo the detailed questionnaire embrace 
a y all universities and colleges that 
ly legdonduct schools or departments of 
back jysiness and that are thus most likely 
M andio have given thought to the inclu- 
$ comsion of insurance into their course of 
urane study. The present study is therefore 
begithelieved to be sufficiently compre- 
O hav’hensive and representative to give a 
Only fair composite picture of the existing 
added situation. 
donly Although eight institutions offered 
WO ininstruction in insurance as early as 
1914 1903-05, that instruction was very 
r, thegeneral in character, and with but one 
at aor two exceptions did not relate to all 
important types of insurance 
verage. In most instances the sub- 
h fow ject was not even presented in a 
seven, separate course, but was given in con- 
19@jjunction with some other subject like 
‘hsigjeeonomics, finance or banking, and 
ually by teachers whose interest and 
ec¢firining lay primarily in those other 
us ubjects and who added insurance 
siti largely from an experimental stand- 
ehal pint. Moreover, in the absence of 
idequate texts the instruction was 
irgely in the nature of lectures on 
aselected series of subjects instead of a 
‘fadjomprehensive well-correlated 
Heurse of study. Between 1911 and 
hall, 1915, however, fairly comprehensive 
lext-books on life and property in- 
irtyjsurance first made their appearance, 
d from that time on the introduction 
rth‘of separate and well-rounded courses 
five in these two major types of underwrit- 
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ing became easier and much more 
convenient. 

The extent to which separate courses 
are now given is clearly indicated by 
the returns of the seventy-seven insti- 
tutions to the aforementioned ques- 
tionnaire. Seventy-one report that 
the subject of insurance is offered in 
the form of a separate course, or 
courses. In only six instances is the 
material offered in conjunction with 
some other subject, five reporting that 
the work, although definitely arranged, 
is given in connection with their courses 
in economics, and one stating that the 
work is limited to life insurance only 
and is being presented in two courses 
on the “‘ Mathematics of Finance” and 
the ‘“‘Mathematics of Life Insurance.” 
All except four of the seventy-one in- 
stitutions that give separate courses 
report that the instruction covers the 
three major types of underwriting, 
namely, life, property and casualty 
insurance. Of the four exceptions, 
three institutions give a separate course 
in life insurance only, and one confines 
itself to casualty insurance. Where 
only one course is given, and this is the 
case with one-half of all the institutions 
reporting, the emphasis is usually half 
on life insurance and half on property 
and casualty insurance, with the prin- 
cipal emphasis on the property in- 
surance. Moreover, in most instances 
the course extends over one semester, 
with an average of three class sessions 
per week. 

Thirty-nine, or fifty-six per cent of 
the institutions reporting separate in- 
surance courses, have seen fit to special- 
ize with separate courses in each of at 
least two of the three major types of 
underwriting, thus marking another 
distinct advance. A number of other 
institutions indicate their intention to 
do the same in the near future. All of 
the thiry-nine institutions except one 
give separate courses in life insurance; 


| 
| | 
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thirty-five, or all except four, separate 
courses in property insurance; nine 
give separate courses in casualty in- 
surance; and eight, courses in actuarial 
science. In about three-fourths of the 
instances the course extends over one 
semester with two class sessions per 
week in about half of the cases, and 
from three to five class sessions in the 
remaining half. In about one-fourth 
of the institutions, the special courses 
extend throughout the academic year, 
i.e. to the extent of at least two semes- 
ters. In about half of these instances, 
these institutions, usually ranking 
among the leading universities of the 
country, have seen fit to offer an addi- 
tional course in each of the fields of 
life and property insurance for those 
who have completed the introductory 
work pertaining to these subjects. 

Another matter of great importance 
educationally should be noted, namely, 
the extent to which instruction in in- 
surance is required as an integral part 
of a business education. Nine uni- 
versities and colleges, including Chicago 
University, Penn State College, the 
University of Pennsylvania, the Uni- 
versity of Missouri, and Grinnell Col- 
lege, require a course in the principles of 
insurance to be taken by their students 
in business. Syracuse University re- 
ports that, while the step has not yet 
been taken, it is the intention to re- 
quire such a course of all students in 
business administration in the near 
future. Howard University and the 
universities of Kansas and Montana 
report that, while the course is not ab- 
solutely mandatory, it is strongly 
recommended to all their students in 
business administration. Four uni- 
versities, namely, Syracuse and Miami 
universities and the universities of 
Kansas and Oregon, report that a 
course in insurance is required of all 
students majoring in financial sub- 
jects. 


Future DEVELOPMENTS 
Despite the phenomenal growth 
education in insurance during the i 
ten years, and particularly during {yj (@) ‘ 
last five or six years, much still 
to be accomplished. The 
are started it is true, but the 
momentum, for the greatest 
good, remains to be developed. practic 
this standpoint, the following fogjor de 
developments, aside from the introdue. special 
tion of the subject into more instit,. who at 
tions of learning, would seem to 
most urgent: 
(1) The further extension of 
idea that a course in insurance, to 
extent of at least one semester, be 


all students seeking a business ed 
tion. It should also be strongly 
ommended to students in sociology 
in education, particularly along 
line of life insurance. A course in i 
surance is just as fundamental to 
sonal and social well-being as most 
the other basic courses now required i 
our schools cf business. The subjeq! dear 
reaches into the future life of every andr 
graduate wh» leaves a school of ‘bus the { 
ness, and it reaches vitally. Life i in- insur 
surance is a universal service along surat 
many lines required by every family) mari 
and business head, be he poor or rich. prais 
Every person whose life has a value inder 
needs life insurance. Likewise, every earni 
possessor of property values needs the valu 
service of property insurance to im- use< 
prove his credit, to safeguard himself and 
against unnecessary loss, and to fre mul: 
his mind from the inefficiency inevi-; crea’ 
tably connected with the worry and sour 
fear associated with uncertainty in the 
human economic endeavors. The sug med 
gestion is further justified when it is re- life 
membered that the subject of insurance) rang 
has a general and vital bearing upon _ 
other economic subjects in the colle) be 


giate curriculum, and that it also lends) by \ 


| 
| 
| quired of or strongly recommended t) terms 
| 
| 


self admirably to the development of 


S | the reasoning power of the student, and 
Owth dip the inculcation of the concept of 
the ice to family and community. 


(2) Greater emphasis, in the general 
incourse for all students, upon the eco- 
idenciggomic services of insurance as con- 
he redirasted with over-emphasis of the 
principles and operating 
ices. ‘The latter may well be left 

g fowfor detailed treatment in the more 
trodus specialized courses intended for those 
instity. gho are looking forward to the adoption 
to bof insurance as a career. There should 
be just enough of the technical aspects 
jn the general course to make the re- 
serve system in insurance clearly un- 
derstood and to cover the essential 
terms of the contract. In ever so 
many instances, owing to the natural 
proclivity of the instructor, the highly 
technical aspects of the business, and 
particularly the mathematical, are 
made to overshadow the vital service 
of insurance concerning which 
students of business and the public 
in| generally should be informed to have a 
bjed' clear understanding of the far-reaching 
every and manifold usefulness of insurance to 
bus: the family, to business, and to the 
e in insured’s personal welfare. In life in- 
long surance the emphasis should be pri- 
mily| marily upon the ideas of life value ap- 
rich praisal, capitalization of that value, 
alu indemnity against the loss of current 
very earning power, depreciation of the life 
the value through disability or old age, the 
im- use of sinking-funds, the establishment 
self and maintenance of credit, the accu- 
fre mulation of emergency funds, the 
evi, creation of a personal estate through 
am sound investment, the conservation of 
in the human life value through periodic 
ug- medical examinations, and the use of 
te life income plans and other trust ar- 
net| rangements. In the field of property 
908 insurance the emphasis should likewise 
lle be on the services rendered to business 
ads} by way of indemnity for loss, the crea- 
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tion and improvement of credit, the 
prevention of loss in the first instance, 
and such other services as will be of real 
usefulness to the layman in his later 
daily life. Irrespective of the type of 
insurance under consideration, atten- 
tion should also be given to the various 
forms of coverages available and their 
respective advantages and disadvan- 
tages under varying circumstances, and 
to the various types of contracts in use 
and the meaning of their provisions and 
the significance of their purpose. 

(3) The development of a specialized 
literature intended to bring insurance, 
and particularly life insurance, into 
proper relation with the numerous 
applied economic subjects upon which 
it has so vital a bearing. Thus in life 
insurance there should be prepared a 
series of books, each treating of life in- 
surance in its specific relationship to 
some one of the important depart- 
mental divisions of economic and social 
science, i.e. one on the economics of 
life insurance; another on the relations 
of life insurance to saving, investment 
and credit; another on its relations to 
wills, trusts and the settlement of es- 
tates; another on the relations of life 
insurance to taxation; another on the 
sociological aspects of life insurance; 
and another on its relations to the 
financing of education and _ philan- 
thropy. Similarly, in the field of 
property insurance a specialized litera- 
ture is needed, in the form of separate 
volumes, to explain the relations of 
that branch of insurance to credit, to 
the prevention of loss in the first in- 
stance, and to the protection of profits 
and unavoidable overhead and fixed 
charges in the event of business in- 
terruption. 

Such a specialized literature, now 
greatly wanting, will offer a threefold 
advantage. In the first place it will 
tend to bring the subject of insurance 
increasingly to the thousands upon 
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thousands of graduates who leave our 
schools of economics and business an- 
nually to go back to their respective 
communities to be leaders as teachers, 
editors, lawyers, bankers, salesmen, 
business men, etc. Business education 
in our universities and colleges is 
customarily organized on the basis of 
departments or groups of studies and 
students select the same for their 
specialty. As already stated, the great 
majority of insurance courses are 
elective, and students in other depart- 
ments therefore often have little op- 
portunity to get into contact with the 
subject of insurance. Or if the op- 
portunity exists, they receive little or 
no guidance from their advisors who 
are usually unacquainted with the 
subject themselves, largely because 
text books in the several fields of ap- 
plied economic science were written by 
authors unacquainted with the far- 
reaching economic services of insur- 
ance. The pitiable result therefore is 
that as yet the great majority of 
students pass through our collegiate 
business schools without ever being 
introduced to the subject of insurance, 
except possibly in a very perfunctory 
manner. 

With a specialized insurance litera- 
ture, directly related to the afore- 
mentioned departmental subjects, it 
seems reasonable that both teachers 
and students in the given specialty will 
have occasion to use the same and thus 
have their vision of insurance enlarged. 
In time the services of insurance will 
also be reflected in the text-books 
that relate to economics, corporation 
finance, commercial credit, invest- 
ments, taxation, sociology, etc. Our 
text-books are written mainly by those 
who graduate from institutions of 
higher learning, and when they become 
familiar with life and property insur- 
ance as related to their particular 
field—be it economics, finance, credit, 


taxation, sociology or educatij 
may rest assured that future text- 
will have insurance incorporated Jat 
their pages to a much greater 
than is now the case. Moreover, ucati 
aspecialized literature will serve 
to develop an adequate number gition it 
teachers of insurance. That igs oplearnin 
of our greatest problems—the dearth gAnd ft 
competent teachers to take charge 

the numerous insurance courses 

are being started. In fact, many uj) 
versities and colleges refrained from jp.. 
stalling a course for years, and 
offer this as the reason for the a 
of the subject today, because they 
no one available as teacher. That 
also been the story with respect to 
introduction of other applied busi 
courses, and can only be overcome i 
the course of time. Insurance 
one of the latest arrivals among busi 
subjects in universities and colleges, 
problem seems more acute than 
most other subjects. But it is not 
sentially different in nature, since j 
companion subjects were obliged 
face the same problem in their day, 
The solution is clear: Teachers of in 
surance can be derived in sufficient 
numbers only from the great body 
our college graduates who have had the 
benefit of insurance instruction some- 
where in their four years of collegiate 
study. 

(4) The extension of instruction in, 
the economics of insurance to the high 
schools. This is very important from 
the social and personal utility stand 
points, because probably not mor 
than one high school graduate out d 
ten ever enters college, and prob 
ably not more than one out of every 
thirty or forty enters a collegiate 
school of business. Insurance is fully 
as worthy of being introduced into 
the school system below collegiate 
grade as are most of the other ~ 


mercial and financial subjects that now 


in the high school curricu- 
_ But that will never happen on 

and permanent scale unless it 
from the top down. All great 
ycational ideas percolate downward 
m the top, and as a general proposi- 
ber gition it is the higher institution of 


's omlearning that is the original sponsor. 
rthqAnd from there, through the develop- 
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ment of teachers and text-book equip- 
ment, the subject gradually finds its 
way down, layer by layer, until the 
masses receive the benefit of the in- 
struction that they ought to have. 
What an incentive, therefore, to effect 
an adequate and permanent establish- 
ment of insurance education in our 
higher institutions of learning. 
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Mem 
Report of the Board of Directors of the American Academy dec 
Political and Social Science for the Year Ending 


tten, 

December 31, 1926 

rs. 

1. REVIEW OF THE ACADEMY’S February 20, 1926: Modern Crime ew 


ACTIVITIES 


ITH each year, the Academy demon- 

strates more fully the statesmanlike 
vision of the founder of the Academy, 
Edmund J. James, in establishing a national 
organization, free from all partisan affilia- 
tions to devote itself exclusively to the 
study and discussion of the great economic, 
social and political problems confronting 
the country. The membership of the 
Academy, distributed throughout the coun- 
try, is made up of men and women who, in 
their respective communities, wield a real 
influence in the formation of an enlightened 
public opinion. The calendar year, which 
has just come to a close, has witnessed a 
gratifying strengthening of the Academy’s 
influence through the meetings that have 
been held, and especially the splendid series 
of volumes, published under the Academy’s 
direction. 

The Annual Meeting, held in May last, 
was devoted to “The United States in 
Relation to the European Situation.” It 
has now become the established practice of 
the Academy to devote the six sessions 
of the Annual Meeting to a discussion 
of some aspect of the international situation 
with special reference to the foreign policy 
of the United States. In a very real sense, 
the Annual Meeting has now assumed the 
character of a national conference, and 
with each year a larger number of the 
Academy members from remote sections 
attend these sessions. Furthermore, dele- 
gates are appointed by Governors of States, 
and by the national commercial and civic 
organizations, which adds greatly to the 
influence of the Annual Meeting. This in- 
fluence is further strengthened by the pub- 
lication of the proceedings in a special 


volume. 
Il. MEETINGS 


In addition to the Annual Meeting the 
Academy held the following conferences: 


Saturday afternoon. 


Prevention and Punishment (thrg mer, of 

sessions). Univer 
Saturday morning. Modern Tendencig Resear 

in Crime. ‘am 
Saturday afternoon. Some Factors j, “report 

the Prevention and Punishment | sequen 

Crime. Plan.” 
Saturday evening. The Detection anil nost i i 

Prevention of Modern Crime. 


appear 
October 29 and 30, 1926: Federal Versy issue © 


State Jurisdiction in American Lif doubth 


(six sessions). It is ¢ 
Friday morning. Federal and State econon 
Sources of Revenue. will be 
Friday afternoon. Child Labor and th 
Federal Government. | 
Friday evening. Some Phases of Stat) Dur 
and Federal Control. publis! 


Saturday morning. Extension of Fed-|indust 


eral Influence in Education. 


Power Develop} 


ment and Its Supervision. 
Saturday evening. Corporation Contrd 
by the Federal Government. 


The complete proceedings of these con- 
ferences have been published in special 
volumes. 

In addition to these national conferences | 


the Academy held the following special | 


session: December 17th—The Future of 
International Economic Relations. 


| 
Marke 
Thirty 


ber | ‘ 


‘The 


Dur 


Important as our meetings are, it mustbe ceived 
said that the major influence of the Acad- gbser 


emy is exerted through its publications 


Acade 


Every member of the Academy is under 8 resign; 
debt of obtigation to the Chairman of the were , 
Editorial Council, Dr. Clyde L. King, upon tions t 
whom the major responsibility for the and 2: 
publications of the Academy falls. Weare memb 
likewise deeply indebted to the editors of hers a) 


special volumes, whose co-operation has 
been secured by Dr. King, resulting in 
the excellent volumes published during the 
year, the titles of which are set forth i 
the section of publications. 


of 960 


\ 


The 


Acade 


| 


Members of the Academy will recall that 
my of there has been established what is known as 
y the Simon Nelson Patten Fellowship Fund 
in honor of the late Professor Simon Nelson 
Patten, who for so many years was a dis- 
tinguished member of the Board of Di- 
rectors. During the year just closed the 
ne—Ih\ Academy appointed Dr. Wilbur C. Plum- 
(thy! mer, of the Department of Economics of the 
ig Research Fellow under this fund. 6 
—— has prepared and presented a 
tors in report on “The Social and Economic Con- 
ent gisquences of Buying on the Instalment 
Plan.” This valuable study of one of the 
m an most important of our current problems 
ap as a supplement to the January 
Versys issue of The Annals, and has by this time 
n Lif doubtless been received by all the members. 
It is a valuable contribution to current 
State| economic literature. Other Special Fellows 
vill be appointed from time to time. 


nd the Ill. PUBLICATIONS 


Stat! During the Year 1926 the Academy 
published the following special volumes: 


Fed: industrial Safety (January) 

Legal Aid Work (March). 

relop-| Modern Crime—Its Prevention and Pun- 
ishment (May). 

mttd The United States in Relation to the Eur- 

opean Situation (July). 

‘Markets of the United States (September). 
Thirty-Fifth Anniversary Index (Septem- 
ecial ber Supplement). 

The Motion Picture in Its Social and Eco- 
wer] nomic Aspects (November). 


e of IV. MEMBERSHIP 


During the year 1926 the Academy re- 
st be ceived 1259 new members and 141 new 
cad- subscriptions, or a total of 1400. The 
ons. Academy lost 85 members by death, 642 by 
ef resignation and 197 delinquent members 
the were dropped. There were 91 subscrip- 
Pp tions taken from the roll—66 by resignation 
the and 25 delinquents dropped. The present 
8 membership of the Academy is 7912 mem- 
$ of bers and 1693 subscriptions, making a total 
has ‘of 9605. 
V. FINANCIAL CONDITION 
in The receipts and expenditures of the 
Academy for the fiscal year just ended are 
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clearly set forth in the Treasurer’s report. 
The accounts were submitted to E. P. 
Moxey Company for audit, and a copy of 
their statement is appended herewith. 
In order to lighten the expenses incident to 
the Annual Meeting and other Conferences 
held during the year, special funds were 
raised amounting to $4316. The Board 
desires to take this opportunity to express 
its gratitude to the contributors to these 
funds. 


VI. CONCLUSION 


Your Board desires again to avail itself 
of this Annual Business Meeting to em- 
phasize the desirability of establishing 
permanent headquarters in the form of an 
Academy Building, and of securing an 
Endowment Fund which will enable the 
Academy to establish research fellowships 
and otherwise promote the investigation of 
economic, social and political problems. 
Owing to the increasing demand for space 
in the buildings of the University of Penn- 
sylvania, the University authorities have 
found it necessary to request the Academy 
to vacate the quarters, the use of which the 
Academy has enjoyed until the close of the 
present year. We have rented 3622-24 
Locust Street, Philadelphia, but your 
Board will not feel satisfied until the 
Academy is in possession of its own building 
for the administrative offices and for the 
holding of Academy sessions. 

In conclusion, your Board desires to 
impress every member of the Academy that 
we are a great national co-operative organi- 
zation, the success of whose work depends 
upon the active interest and support of our 
members. We therefore earnestly hope 
during the year 1927 to have the benefit of 
the active interest and support of every 
member of the Academy. 


Epwarp P. Moxey & Co. 
Real Estate Trust Building, Philadelphia 
January 11, 1927. 
Cuar.es J. Ruoaps, Esq., Treasurer, 
American Academy of Political and So- 
cial Science Philadelphia, Penn. 
Dear Sir: 
We herewith report that we have audited 
the books and accounts of the American 
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Academy of Political and Social Science for The Investment Securities listed jp 


We have prepared and submit herewith and were found to be correct and in 
Statement of Receipts and Disbursements with the books. 
during the above indicated period, together We have also prepared and submit 
with Statement of Assets as at December 31, with Statement showing the financial 
1926. dition of the S. N. Patten Memorial Fyy 
The Receipts from all sources were veri- and the Edmund J. James Memorial Puy 
fied by a comparison of the entries for same as of December 31, 1926, as well as 
appearing in the Treasurer's Cash Book Income derived from these fund Inyey, 
with the record of Bank Deposits and were ments. 
found to be in accord therewith. As the result of our audit and examinatiq 
The Disbursements, as shown by the we certify that the statements submits 
Cash Book, were supported by the proper herewith are true and correct. 
vouchers in the form of cancelled paid 
checks or receipts for moneys expended. ‘Tous 
These were examined by us and confirmed (Signed) Epwarp P. Moxey & Co., 
the correctness of the payments made. Certified Public Accountants, 


its fiscal year ended December 31, 1926. Statement of Assets were examined by [nvestt 
Cash 
In 


AMERICAN ACADEMY OF POLITICAL AND SOCIAL SCIENCE 


STATEMENT OF Recerpts AND DIsBURSEMENTS FOR FiscaL YEAR 
Enpvep DecemBer 31, 1926 


Receipts | 
Special 4,316.00 | 
Subscriptions: 
8,739 .54 
Interest on Investments and Bank Deposits. ............. 7,325.77 
Endowment Fund Contributions........................ 135.00 
« 6 bc 103.50 119,970.08 
$132,040.47 
Disbursements 
Discounts and 8.29 120,702 


In 


Bs 


| 
| 
| 
| 
| 
Cash Balance December 81, 1926... $11,887. 
| 


d in Assets 
Lit In Treasurer’s hands, Girard Trust 
ial 10,693.78 11,093.78 
al Fun, Balance due from Patten Memorial 243.75 
$155,018.81 
In 
mitted 

| 
ants, 
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70.08 
40.47 


we 
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Book Department word 


Smon, E. D. A City Council from 
Within. Pp. 246. New York: Long- 
mans, Green and Company, 1926. 


In publishing this book, the former Lord 
Mayor of Manchester has performed an 
important service to students of municipal 
government. He has set forth in most 
interesting form the activities of the city 
council of a typical British city, and has 
given, for the first time, a detailed picture 
of the methods pursued in the handling of 
municipal business, and has also set forth 
the principles which should guide a city 
council in the conduct of its affairs. The 
volume is one which will be of great service 
to every student of municipal affairs. 

L. S. Rowe. 


Hansen, ALLEN Oscar. Liberalism and 
American Education in the Eighteenth 
Century. Pp. xxv, 317. New York: 
The Macmillan Company, 1926. 


To the critical and sensitive mind a sur- 
vey of the history of educational thought 
must inevitably be a depressing experience. 
As theory after theory passes in review, one 
is overwhelmed with a sense of the relative 
futility of the visions of social and educa- 
tional philosophers. Surely, if fine aspira- 
tions and beautiful systems of thought can 
bring salvation to the world, the world 
should have been saved centuries ago. 
Viewed merely as fine art these visions from 
the past constitute a priceless heritage. 
But are they more than poetry and music? 
Are they moré than fair and glorious dreams 
of the human spirit? Or can they ever be? 
Generation after generation witnesses the 
formulation and the reformulation of educa- 
tional ideals. But these ideals appear ever 
to remain in a sphere apart. The develop- 
ment of educational practice seems to 
proceed stubbornly on its way on a different 
plane. 

It is with some such feeling that one lays 
down Hansen’s Liberalism and American 
Education in the Eighteenth Century. Ata 
time when social institutions were pecu- 
liarly in a state of flux, some of the finest 
minds ever produced on or attracted to the 


American continent turned their attent; detailed 
to the contemplation of a system of 
tion which would be in harmony with th omg 
ideals of the infant democracy. = 
were Franklin, Paine, Jefferson, Benjamy No 
Rush, Noah Webster, Samuel Knox, 
Pont de Nemours, and a host of othen| #7~t 
There was the American Philosophieg 
Society with its selected American member. ap 
ship from Charleston to Boston and 
French membership drawn from the ber eee 
brains of France. On the part of thes _ 
men, educators and men of affairs, ther| 
was an eagerness for human improvemey , .._ 
and a faith in education as the instrumey a 
for this improvement which has not bee): vests 
equaled in subsequent generations, Th” hi 
country was new, the fetters of the Oj Reet 
World had been thrown off, and eyes wer' docati 
turned toward the future. One woul sholy 1 
think that under such a happy union of cir. this re 
cumstance the scene was laid for the that tI 
establishment of an enlightened system ¢ as inf 
education. But apparently such was n¢ Acader 
the case. The euphemistic characteriz th 
tion of the efforts of these Eighteenth 
Century liberals is that they were ahea: om 
of their times. eden 
Mr. Hansen has rendered the students d) were B 
politics and education an important serv. eae 
ice in rescuing from oblivion certair) 
striking phases of the thought of the period) «4.4 
that formed the American Union. Fer| —F 
persons realize the extraordinary interest in selatic 
educational questions which was exhibitel 
by the leading men of that time. Nor d 
they realize the fine quality of thought that 
went into the study of these questions. Woop 
The close relationship between education Pr; 
and the form and ideals of society was We 
clearly recognized. The creation of th [pj 
Republic greatly stimulated education 
discussion and gave rise to numerous 
for the establishing of a national system d produ 
education adapted to the genius of the new (4... 
government. 
The object of the author is to present 9. I 
some detail the more important plans whi 


were formulated. Following two die 
initial chapters dealing with the Dominat! 


Ideas of the Eighteenth Century and 
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principles of the American Revolution, he 
the remainder of the book, with the 
esception of a brief summary chapter, to a 
etailed analysis and criticism of the plans 
by Benjamin Rush, Robert 
a Coram, James Sullivan, Nathaniel Chip- 
with the nan, Samuel Knox, Samuel H. Smith, 
Then lafitte du Courteil, Du Pont de Nemours, 
enjami gd Noah Webster. A period capable of 
nox, Dj producing these men would be an extremely 
Other) ‘cinating and significant period in the 
Sophicd| tory of any country. And a re-examina- 
nember 9 of their ideas serves as a fresh stimulant 
and ity io an age, such as the present, which is dis- 
sioned and unmoved by any great 
. ther Hansen has made a valuable contri- 
vement to our educational literature. His 
rumett tudy should now be supplemented by 
bee investigations designed to trace the rela- 
Th tionships between this liberal thought on 
he a education and the actual evolution of our 
Went’ jucational system. In spite of the melan- 
re choly note struck in the first paragraph of 
of ci, this review we would probably all agree 
rth that this thought was not wholly without 
tem d its influence in the practical world. The 
aS Academy movement was most certainly 
rise geatly affected by it. And no doubt the 
cent development of our state systems of com- 
ahead! on schools and the liberalizing of the 
colonial college in the Nineteenth Century 
nts ¢ were partial fruits of this earlier intellectual 
sdventure. But this period merits the 
tan) most exhaustive study. Such a study 
ried might throw much light on a central prob- 
Fes} lm in modern education, namely, the 
tit) ‘elation of the school to the state and to the 
bite forces that actually control education. 
Grorce S. Counts. 
Wooppy, Carrot. The Chicago 
tion §— Primary of 1926: A Study in Election 
Wis Methods. Pp. viii, 299. Chicago: 
the University of Chicago Press, 1926. 
m4 This volume adds another to the series of 
scholarly studies of practical politics being 


nd! jroduced by the students of Professor 
"* Charles E. Merriam. Mr. Wooddy has 
tin attempted to give us a realistic account of 
«) one primary election, leaving us to draw 
our own moral. Nevertheless, the author 
asl is not wholly objective in all places. For 
: example, he is willing to say that ““we must 
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set down as a foremost ingredient in any 
scheme of improvement a patient and per- 
sistent effort to produce among coming 
generations, a more vigorous and en- 
lightened type of citizenship” (p. 232). 
And in the very end of his book he does 
attempt to pass judgment on the [Illinois 
primary law and to predict generally some- 
thing as to the future of nominating 
systems, adding: “There is no need to 
despair of the future of our civic society—if 
only the citizen will vigorously participate 
in its activities, using the intelligence that 
he possesses and the knowledge that can be 
imparted to him by sound political educa- 
tion. Only his whole-hearted co-operation 
is required to assure the ushering in of a new 
day of civic competence and _ political 
righteousness” (p. 281). There must be 
some “catch” in this. 

Generally, however, Mr. Wooddy’s 
method is to present the facts, such as he 
has discovered them, as to the way in which 
the various factions in the two big parties, 
more especially the Republican party, in 
the City of Chicago made up its several 
slates for the primary election, to analyze 
the issues, to consider the various types of 
appeal made and to present an explanation 
of the results in terms of his own analysis. 
This has been done dispassionately and 
painstakingly. It is an _ extraordinary 
piece of;work to have been accomplished by 
one who, a total stranger when he came to 
Chicago, remained there only a short while. 
Only those who are acquainted with Chi- 
cago can realize how thoroughly the work 
has been done. To others the question is 
bound to arise, “How did Mr. Wooddy find 
out all this?” for many, very many of his 
statements of fact are accompanied by no 
supporting evidence. He has relied 
largely upon the newspapers, but it is 
obvious that a good deal of the information 
could not have been obtained by any of the 
ordinary methods of research. Indeed the 
book is mostly first-hand reporting, for 
which the author’s competence is amply 
demonstrated by his handling of the first 
chapter, “The Game, the Stakes, and the 
Players.” 

A few more such studies and a true con- 
ception of political processes will begin to 
reach the average citizen. We await with 
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interest the results of Mr. Wooddy’s study 
of European nominating methods. 
Victor J. West. 


Knicut, Cuartes K. Advanced Life In- 
surance. Pp. xi, 426. Price, $5.00. 
New York: John Wiley & Sons. 

This book is properly named. It is 
“advanced” in the sense that it ably ex- 
plains most of the more difficult, as well as 
the easier, phases of the science of life 
insurance. But, as the author aptly puts 
it, it is not advanced in the sense that it is 
difficult to understand. 

The initial presentation of each subject is 
made in an elementary manner. The 
author, however, has very largely taken for 
granted the reader’s conversion to an 
interest and belief in life insurance as a 
necessary, modern social institution. He 
has taken the tools of the science, such as 
interest tables, laws of probability, mortal- 
ity tables and commutation columns, and 
has explained their construction and use in 
a most readable style. His discussion of 
the commutation columns is particularly 
noteworthy. Instead of mere page on page 
of continuous formulas he has interspersed 
much explanatory text. 

The impression of scientific completeness 
remains as one reads the more commonly 
treated subjects of the book, such as valua- 
tion, expenses, sub-standard insurance, 
group insurance and accident and health 
insurance. The author’s unique contribu- 
tions are the following: the determination 
of the net cost to the policyholder; the 
determination of the rate of return on the 
“investment” element in life insurance 
policies; an analysis of this investment ele- 
ment so that it may be compared with other 
investments as regards safety and the rate 
of return; re-insurance in life insurance; and 
the organization and management of new 

companies. The appended compound in- 
terest tables, American Experience Table of 
Mortality and the tables derived therefrom, 
as well as the select mortality table, will all 
make the book most useful: One cannot 
help but feel that the author has effectually 
bridged the chasm between insurance text- 
books and the more profound treatises on 
actuarial science. 

Sreruen B. Sweeney. 


Bucx,A.E. Municipal Finance. Pp. 
New York: The Macmillan from | 
1926. 
This volume, written by Mr. Sociol 

collaboration with other staff aa affairs, 

the National Institute of Public Admin) %?™ 

tration, is a clear, concise statement sists 0 

what every city’s fiscal system ought to} that 

Professedly designed for city admini trating 

and finance officers, it should be of valy functi 

to all students of municipal affair, ) 

describes in some detail the correct proc) “2 

dure in such matters as budget making we 

cost > 

management, assessmen pro} 

debt administration. Nine of the fies, &.‘ 

chapters are, in whole or in part, from th v 

pen of Mr. Buck. 

The outstanding weakness of the book, i 
it be a weakness, is its assumption that it 
recommendations are so obvious as to need 
no word of justification. Nearly evey 
page is filled with a host of “shoulds”~ 
“the budget summary should be 
by...” “it should show...” 
should be set up with...” “the totg 
should agree with . . .” and the like, from 
cover to cover. Almost no reference is 
made to theory, and very little to the 
experiences of various cities. 

As a matter of fact, the recommendations 
are nearly all sound. They represent the 
best in modern municipal financial adminis. 
tration. They are drawn in large measure 
from the experiences of the New York 
Bureau of Municipal Research, which has —. 
conducted more than a hundred surveys of thin 
city governments. But the average city ad- 
ministrator is not apt to be greatly infu PP" 
enced by a series of excathedra pronounce. hom 
ments. He must be told why as wellashow. ,. 

The text is well written. Topics have 
been selected with considerable skill, and 
have been accorded space approximately in» 
proportion to their importance. Municipal 
Finance is a real contribution to the 
literature of city administration. 

Austin F. Macpona,. 
The Urban Community. Edited by E. W. 

Burcess. Pp. 12 and 268. Chicago: 

University of Chicago Press, 1926. 

Professor Burgess, himself an able inves- 
tigator in the field of urban life, has selected 
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valu! Onstituents of the modern city. With 
U8. onsiderable logical grounds the subsequent 
sapers are grouped under these general 
naking headings: “Human Nature and the City,” 
«Social Biology of City Life,” “Statistics of 
the City,” “Ecology of the City,” and 
“Typical Studies in Urban Sociology.” 
Necessarily in a composite work of this 
ook, nature not all the contributions included 
: inent to the central topic they 
hat ity illuminate rather directly. 
ae Some two or three out of the thirty or more 
every! selections are quite general and would fit 
a) into 0 general work on Sociology rather 
orted better than here. However, they do give 
t) scientific or philosophic basis or background 


and 
fifteen 
the 


| to their groups of subjects and they occupy 
| proportionately little space. All of the 
ce remaining articles are directed specifically 
the! st their objective. 
One of the great merits of The Urban 
Hons | Community lies in its scientific nature. 
: | Since all the papers are research papers 
_ they give an intensely scientific approach 
‘ort, the urban situation. The contributors 
are thinking scientifically, sometimes tech- 
hat | ically, each in their own field, about the 
al) things they treat. ‘The sociology of city 
populations has been backward in producing 
| investigations of this nature. Here we 
ce have quite a number of important contribu- 
si tions which serve to define clearly and 
po accurately significant situations. Though 
running the risk of seeming to draw invid- 
1” jous distinctions, nevertheless I cite two 
examples of clear-cut scientific contribu- 
| tions: The Statistical Relationship Between 
_ Population and the City Plan, by E. P. 
Goodrich, and The Rise of the Metropolitan 
Wy, Community, by N. S. B. Gras. The work 
0: 


of Goodrich exhibits a form of statistical 
procedure by which great cities or metro- 
s.| Politan districts may forecast their total and 
| §radient future populations and so project 
commensurate plans. Mr. Gras by ana- 
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lytical methods lays bare the economic 
functions of the metropolitan district, the 
conditions of its spectacular rise to power 
and the contributions it makes to society. 
But these two samples are no better than 
some or several others of this series which 
I would fain notice in detail. 

Another merit is the organicity of view 
presented in the volume. Although the 
authors and tasks are diverse, the ensemble 
aids us to see the city as a vital unit made 
up of multiplicity of parts and conditions in 
conflict and co-operating with one another. 
Instead of a great assemblage of “move- 
ments,” “slums,” “ ghettos,” and “Little 
Italys,” we are enabled to see it as an inte- 


grated entity. 
J. M. Gruierre. 


Donovan, Hersert D. A., Pa.D. The 
Barnburners. Pp. viii, 140. New York: 
The New York University Press, 1926. 


1830-1852 was a period of unusual, active, 
bitter factional political warfare in New 
York State. It was the period of numerous 
factions: Anti-Renters, Native Americans, 
Free Soilers, Hunkers, Loco Focos, Barn- 
burners. The Anti-Rent party grew out 
of the discontent aroused by the survival of 
old manorial rights in the patroonships 
along the Hudson. They controlled ten 
counties and held the balance of power for 
two years. The Native Americans coterie 
was chiefly confined to New York City and 
was active principally in 1834 and 1844. 
Its support was given to those of American 
birth. Free Soilers constituted the anti- 
slavery element of the Democratic party, 
whereas the Hunkers were the standpatters 
of that party, “hunkering” after the spoils 
of office, though, as Horace Greeley sagely 
remarked, he could never discover that they 
“were peculiar in that.” The Loco Focos 
were the extremists of the Democratic party 
and were also known as the Equal Rights 
party. 

The Barnburners were the Progressives 
of that party, demanding the reimposition 
of the direct tax and a radical restriction of 
canal building, which had become the 
scandal of the time. It was not so much 
opposition to canal building per se as a 
demand that it cease until it could be done 
honestly. As one of its leaders, Samuel 


second annual meeting of the American I 
| Sociological Society those pertaining to city 1a 
Buck  “s,irs, and has issued them in the shape of i 
\dmin:) the present volume. The introduction con- i 
sists of the annual presidential address for : 
ment «that year by Professor Parks. With pene- 
ut to be! trating insight he maps out the inter- 
Straton| . | 
| 
| 
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Young said, “they call us barnburners. 
Thunder and lightning are barnburners 
sometimes; but they greatly purify the 
whole atmosphere, and that is what we 
propose to do.” 

Dr. Donovan makes these distinctions 
clear and gives what is on the whole a brief, 
but satisfactory study of Democratic poli- 
tics in New York during what he very 
properly calls the “eventful” second quarter 
of the 19th century. His conclusions are 
that the cleavage within the Democratic 
ranks grew out of a difference of principle, 
real, not assumed; in larger fields, the Radi- 
cals adopted the more progressive ideals; 
their connection with Martin VanBuren 
(of whom we have a pleasant picture) was 
more incidental than fundamental; the 
failure of the Barnburners to secure their 
objects more fully was due in part to their 
being in advance of their time, but more 
largely to the political deficiency of their 
leaders; but in spite of the disappointments, 
the movement had permanent results of 
great importance. In Dr. Donovan’s words: 
“Its fusion of three currents—demand for 
constitutional and fiscal reform, demand for 
slavery restriction in the territories, and 
resentment of Southern domination in the 
national politics—started a great impetus 
towards the break-up of the ruling Demo- 

cratic party and contributed vitally to the 
successful formation of the next dominant 
party, the Republican.” 

Cirnton Rogers Wooprvrr. 


Etmer, Manvet C. Social Statistics: Sta- 
tistical Methods Applied to Sociology. 
Pp. 306. Los Angeles: Jesse Ray Miller, 
Publisher, 1926. 

This small volume has grown out of the 
long teaching experience of its author in the 
field of social research. The strange dread 
of quantitative methods of analyzing social 
phenomena by social workers, now happily 
passing, together with the widespread 
ignorance of the elements of statistics give 
this volume peculiar timeliness. 

The rudiments of statistics are covered, 
avoiding detailed mathematical analyses. 
The student of social happenings is given 
some of the tools he most urgently needs. 
Important chapter headings include: Sources 
of Data; Graphic Presentation; Ratio and 


Index Numbers; Probability and Erm. 
Correlation. " 
The usefulness of the book is enhanced by 
a table of logarithms and a usable index. 
The volume is planned to fill the needs g 
those students who have not specialized jg 
mathematics but who urgently need a work. 
ing grasp of the basic concepts of statis 
tics. The plan is admirably carried oyt 
Whether one desires to use elementary 
statistics, or simply to have a sound know. 
edge of them, they could not do better thap 
to go through Elmer’s Social Statistics, 
Carrer, 


Bramer, Joun Purr. Parole. Pp. 9%, 
Published by the author, 477 Madison 
Avenue, New York, 1926. 


This little manual, written by the Catholic 
Protective Society’s parole supervisor in 
New York City, presents a brief outline of 
essential parole facts. The general reader 
will find here a simple statement of the 
nature, purpose and possible future develop. 
ment of parole. Social workers and parole 
agents will find an outline of the technique 
which should be applied in parole supervi- 
sion. Criminologists will find a chronologi- 
cal history of the development of parole in 
the United States. The author also pre- 
sents a plan of organization which might be 
used in the administration of parole in any of 
the larger American states. In conclusion 
he says, “No state wants careless, lifeless 
and inadequate supervision of delinquents 
after release. No state wishes listless, lazy, 
rubber-stamp parole systems which release 
delinquents with the calendar.” And he 
adds, “The development of technique will 
greatly increase the cost of parole work, but 
in the long run the higher quality of service 
will prove a real social economy for the 
state.” To which proposition, — serious 


students of the subject will add an “Amen.” 


WIiLcox. 


Fraser, Herpert F. Foreign Trade and 
World Politics. Pp. xi, 346. Price, $2.50. 
New York: Alfred A. Knopf, 1926. 
This volume is divided into two parts. 

The first ninety-three pages deal with 

economic background, and the remaining 

two hundred pages with political back- 
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ground. Appendices deal with the causes 
and results of the World War. 

The four chapters of the first part set 
forth the principles that underlie interna- 
tional trade, and especially those principles 
that determined the past and present tariff 

of the United States. Professor 

Fraser is a believer in free trade and a pro- 
nounced internationalist who sees the im- 
ce of clear thinking on foreign affairs, 

since such thinking “will occupy an increas- 
ing part in all serious political discussion 
m the United States.” These chapters 
constitute a sane analysis of free trade and 
protection, and are worth reading by any 
who have an interest in, but not a knowledge 
of, foreign trade and our international 


The second part of the book covers more 
debatable ground. To show how logical 
deductions from economic principles should 
be reshaped to meet the political exigencies 
of modern nationalism is an adventurous 
undertaking. ‘The reshaping depends upon 
the political principles that you accept. 
Two and two make four in politics as in 
economics, but it may not be “politically 
advisable” to add them at all. In politics, 
especially international politics, it is often 
not a question of what is the best and most 
logical course to pursue, but what plan is 
advisable under the circumstances. Pro- 
fessor Fraser believes that imperialistic 
policies are detrimental to mother countries 
as well as to colonies, that imperialism 
never stimulated healthy foreign trade. 
His chapter upon “The Economics of 


Imperialism” presents a startling picture 
of the motives behind the national expan- 
sion of the United States and of the states of 
Western Europe. In the later chapters he 
deprecates the growth of nationalism, 
advocates cancellation of the European 
debts, and condemns our policy of isolation 
because it “is sheer folly to suppose that 
what goes on in Europe is no concern of ours” 
(p. 282). The Monroe Doctrine to-day is 
designated as “‘ill-defined and vague” 
(p. 229), and the chapter on our “Com- 
mercial Growth” points out that through 
this doctrine “‘we seem to be preparing for 
ourselves no end of complications and 
difficulties” (p. 230). Secretary Hughes 
declared in 1923 that the Monroe Doctrine 


is distinctly the policy of the United States 
and that we reserve to ourselves the defini- 
tion, interpretation, and application of this 
doctrine. Professor Fraser believes that 
“This was Secretary Olney all over again, 
and it seems now to be the position of our 
State Department” (p. 287). 

The last chapter—World Organization 
—is a natural conclusion to the argument 
running through the book. We need a 
World Court and a League of Nations; the 
United States should join both of them 
because “to-day nationalism is a more 
powerful influence in the United States than 
it is in any other country in the world” 
(p. 280). 

Such views are worthy of attention 
because the presentation is straightforward 
and enlightening. The reviewer does not 
agree with them nor with the conclusions 


.drawn therefrom. Professor Fraser implies 


that the present League of Nations works 
in accordance with the principles of eco- 
nomics and logic, while the reviewer believes 
that it has been a tool for political maneu- 
vering. ‘To condemn the United States for 
imperialism is to overlook divers occasions 
when no taint of imperialism colored our 
policy even if opportunity invited it. To 
condemn the present Monroe Doctrine is 
not enough. What policy should replace 
it? The State Department must work in a 
world of both economics and politics, but 
politics prevail. 
Harry T. 

Laprape, Tuomas. British His- 

tory for American Students. Pp. 918. 

New York. The Macmillan Company, 

1926. 

Dr. Laprade has in his “British History 
for American Students” approached the 
subject from an interesting angle. His 
book is an attempt to treat English history 
from the viewpoint of the American student. 
Therefore, while writing a general narrative 
of English history, he devotes particular 
attention to those phases of the subject 
which intimately concern us through form- 
ing the background of our institutions. 

With the object he has in view, the author 
divides his material into three periods, 
namely: (1) that preceding the settlement 
of America in which English institutions 
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were organized and the land developed 
which is characterized likewise by the con- 
trol of the landed classes; (2) that lying 
between the settlement of the English 
colonies and the granting of their independ- 
ence largely influenced by the rising com- 
mercial class; (3) and finally the period 
from the American Revolution to recent 
times during which industrialists have been 
the leading element in English society. 
These three periods he designates under the 
headings of “The Land and the People,” 
“The Nation and New Lands,” and “In- 
dustry, Democracy and the Commonwealth 
of Nations.” 

Breaking the usual sequence the author 
starts his account with the Normans, re- 
turning in his third chapter to an account of 
the earlier inhabitants of the island. He 
likewise omits reference to the geographical 
background with which many accounts of - 
English history are prefaced. The idea in 
mind seems to be to call attention at once to 
the forces mainly responsible for molding 
the English institutions in which Americans 
are most naturally interested. It was the 
Normans who “constituted the first ruling 
class that England as a whole ever had.” 
They laid the foundations solidly “upon 
which their successors continuously built.” 
“The coming of the Normans thus marks 
the last revolutionary break in the develop- 
ment of English Institutions.” “On that 
account the local approach to English 
history,” so the author thinks, “is to begin 
the study of the subject where the Nor- 
mans began their work.” 

As succeeding chapters are examined it is 
clear that Dr. Laprade has laudably molded 
social, economic, cultural and _ political 
factors into a growing synthesis, displaying 
the natural influence of one upon another, 
rather than assigning such material to 
distinct chapters or adding it as an after- 
thought. The book possesses real merit 
in its interpretation of institutional develop- 
ment. In many instances it gives a much 
more rounded account of this than that 
found in other texts of similar dimensions. 

In examining the contents, however, the 
fifteen pages allotted to the Reformation, 
placed in the chapter entitled “The Birth 
of the Nation,” appear rather a scanty 
treatment of such a subject, although much 
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is compressed in a small space. 


while discussing the formation of English —_— 
nationalism, it appears that some mentiog dass 


of the rising national spirit in and abou, 


Henry III’s reign and the factors whicg|” od 


were then promoting it, as also the effect 
the Hundred Years War in that direction, 
should have been explained somewhere, 

Insofar as the make-up of the text jy 
concerned, it would seem that it would haye 
been much more teachable if paragraph 
headings had been introduced to avoid 
heavy appearance and assist the student jp 
focusing his thought. Likewise in some 


cases, care in avoiding too much detajj , 


would have improved its readability, ).. of 


However, these are matters concerning 
which considerable difference of opinion | 
may be entertained. As indicated above, 
the book well deserves attention and carefyl 
study. 


James E. 


Eneuisn. American 
Labor and American Democracy. Pp. 417. 
Price, $2.50. New York: Harpers & 
Brothers, 1926. 

Those who wish for an authoritative 
account of the principles and policies of the 
organized labor movement in the develop- 
ment of American Democracy during the 
past century will welcome this volume. 
The author, a social scientist by training 
and an active participant in the activities 
of organized labor during the past decade, 
is eminently qualified for his task. 

The volume under review shows the ear- 


marks of painstaking research and high 
literary quality. The book is divided into 
two parts: the first undertaking to give an 
interpretative account of American labor 
as an important branch of American democ- 
racy, while the second aims to disillusion 
the reader with respect to European pre- 
conceptions that American labor is years 
behind British labor in social and economi¢e 


development. According to the author | 
its method of working out its salvation has | 


been different though by no means inferior 
to that of the British Labour party. 
American society in its process of evolu- 
tion has already changed from a simple 
agrarian democracy with a small and unin- 
fluential wage-earning class into a complex 
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smmercial society with a large influential 
English of organized wage-earners largely 
i? jominated by the urban element. During 

About| is transitional period, labor has not re- 
A gained static but has been gradually gain- 
“sect of |, ground on organized capital in the strug- 
rection, de for economic supremacy. Americans 
Cre. | if all classes have been great believers in 
re the efficacy of political panaceas for all 

have |i:xds of economic ills, and it has taken 
"raph | | bor some time to formulate a satisfactory 
void | political modus operandi. 
lent in The ventures of labor organizations upon 

Some | jhe sea of politics before 1880 proved disas- 
bility | TOUS but since that time under the leader- 
ty. ‘ship of the American Federation of Labor 
| its non-partisan policy, labor has be- 
UntOn | ome a progressively important factor in 
bove, | he political arena. Labor’s main and ulti- 

mate economic-political goal is the democra- 
tization of our industrial society. 
= Labor believes in the axiomatic truth 
that the welfare of the whole of society is 
417, | ore important than that of any of its 
: & | parts or classes, and, that while class legis- 
lation as such does not make for the safety 

. | of democracy, it is nevertheless justifiable 
tive | sa means of securing its ultimate goal of 
the | ocial and industrial equity for all classes 
Op- of society. 
the ' The author quotes freely the political 
_ utterances of leaders of organized labor. He 
ng | says that labor is united as to the supreme 
1€3 | importance of the practicability of electing 
progressives to Congress regardless of party 
affiliations. Repeatedly the Federation has 
- | explained that it is “partisan to men and to 
sh measures, partisan to candidates of parties, 
0 | to principles and to planks of party plat- 
; forms, but that it is not partisan to 


The author points out that it has been 
impossible in the past to get thoroughgoing 
| co-operation between labor and the agri- 
_ cultural producer. Perhaps the chief bar- 
_ rier has been the difference in racial compo- 
_ sition of the metropolitan wage-earning 
dass and the rural class. However, the two 
classes are giving evidence of their grow- 
ing recognition of mutuality of interests, 
and, with immigration greatly reduced, the 
prospects for the consummation of such an 
alliance in the near future is getting brighter 
every day. 


Labor by pooling its resources is meeting 
with equally as great success in the field of 
banking as in that of politics. It is demon- 
strating its capacity for management of 
industry as organized wage-earners. This 
marks the beginning of a new era in union- 
ism and, as Professor Carver contends, is 
causing a gradual and peaceful revolution 
toward a democratic capitalism. 

In conclusion, the author points out that 
our government took its political form be- 
fore the industrial revolution in this coun- 
try and is now undergoing a process of ad- 
justment to present-day needs. 

This book deals with topics many of 
which are controversial and provocative of 
dissension, and will of course meet criticism 
at the hands of the thick-skinned and hide- 
bound reactionaries. It is well suited to 
the class-room requirements for students of 
labor problems and to the general reader, 
and it will serve as a useful reference book 
in this field of American Labor History. 

Tuomas S. Luck. 


Hinxuovuse, Frep Junxin. The Prelimi- 
naries of the American Revolution as Seen 
in the English Press, 1763-1775. Pp.216. 
Price, $3.50. New York: Columbia 

__ University Press, 1926. 

This is a study of British public opinion 
on the subject of the difficulties with the 
Colonies subsequent to the Seven Years’ 
War and culminating in the Revolution. 
The author has conscientiously read the 
files of the British newspapers during that 
time and has achieved a narrative of some 
interest, thickly studded with quotations 
from his sources. 

For, after all, nothing very startling is 
unearthed. We find that there was much 
sympathy with the Colonies expressed in 
England; but any student of American his- 
tory, except those whose studies are limited 
to Commissioner Hirshfield’s one hundred 
per cent American text-books, knows that. 
One is rather surprised at the frankness and 
even violence of the anti-government senti- 
ment, and (from the standpoint of recent 
events in our own country) at the absence 
of censorship. The nature of the early 
British press is of interest, as is the wide 
diffusion of an intelligent interest in politics, 
coupled with a gift of pungent literary ex- 


| 
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| 
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pression. It was the age of the political 
pamphleteer and the letter-writer, and 
much permanent literature was cast in the 
form of journalism. 

On the whole, however, it seems as if 
much laborious research and able writing 
had been expended on a subject of question- 


able value. 
J. H. Leex. 


Cory, M.A. The Rise of South Africa, 
1838-46. Pp. xviii, 546. Price, $9.00. 
New York: Longmans, Green and Com- 
pany, 1926. 

This is the fourth of a series begun fifteen 
years ago. Two more volumes are prom- 
ised. The author is not a professional his- 
torian, but has undertaken, in addition to 
teaching science in Rhodes University, 
Grahamstown, South Africa, extensive re- 
searches in history. He has made good 
use of his opportunities and has drawn 
upon such sources as the Grahamstown 
Journal, the important Craig Dhu Collec- 
tion, and the voluminous materials in the 
archives of the Union Government. The 
account of the Great Trek is based upon 
the untranslated works of Preller, Piet Retief, 
Voortrekkermense, and Dagboek van Louis 
Triegardt. The importance of this local 
material is demonstrated forcibly on page 
333. The official material would seem to 
show that everything was quiet along the 
border when in reality cattle were being 
stolen, farmers were being murdered by the 
score, and their homes burned by the ma- 
rauding Kaffirs. The author acknowledges 
his especial indebtedness to the late Dr. 
Theal, not only because of the material 
contained in his works, but more par- 
ticularly because of the inspiration and 
encouragement gained from personal 
contact. 

The volume covers eight years of South 
African history, 1838-46, and is principally 
concerned with the Great Trek, the begin- 
nings of Natal and the Orange Free State, 
and the Kaffir War of 1846. Nearly one- 
half of the volume is devoted to the latter 
event. Incidental treatment is accorded 
such topics as education, the establishment 
of pioneer churches, and the emigration 
movement of 1844-45. In some respects 
the story is reminiscent of the American 


frontier; the movement of population j ests a 
new regions, the conflicts with the habit 
rigines, treaty making, and finally, thehg yelopt 
feeling between the burghers and the jg rat] 
lars during the Kaffir War reminds qj gttent 


reader of certain incidents of the The 
and Indian War. In a work of this “prim 
acter a mass of detail is of necessity inty| ith 

duced, yet out of the maze of Boer, to-da} 


get away from British rule. The hom| fuller 
government was but slightly concerned wit as it 
the affairs of the remote South Africa! of Pp 
frontier, and was inclined to favor the erabl 
tives at the expense of the Dutch and Eng} great 
lish frontiersmen. The officials at Whil 
Town were incompetent and ignorant gj there 


frontier conditions. 

The author is decidedly sympathetic with} men’ 
the Boers, but honestly records facts yw} cone 
favorable to them. The lack of adequat| nomi 
maps is a serious defect, making it impos| othe 
sible to follow the narrative intelligent} dusi 
in the latter part of the book, where th| inte 
names of obscure places, rivers, etc., abound 
The reader who would like to know mor 
about the sources is aided slightly by th 
occasional footnotes. 

ArtuuR N. Cook. 


Hoyt, Exvizapetu Exits. Primitive Trad. 
Pp. 191. Price, 7/6 net. London 
Kegan Paul, Trench, Trubner & 
Company, Ltd., 1926. 
The purpose of the authoress is stated by 

herself as follows: ““Our study makes no 

claim . . . to be a thorough investigation 
of all the aspects of primitive economic 
psychology. Its purpose is simply to use 
the materials of anthropology as the best 
available materials for a fuller understand 
ing of economic value as it exists among 
ourselves.”” Her method is essentially in 
ductive. The book traces the development 

of the modern theory of value by means a 

the description and elaboration of three 

mental processes which are held to be neces 
sary to its evolution: (1) The development 

of interests. (2) The objectifying of im 

terests. (3) The expansion of trade. The 

source, development and diffusion of inter- 


#822 


qi 
7 
OPE and Zulu names, mingled with a host 4 than | 
local happenings, certain general truth} peopl 
Ti emerge. The Great Trek was caused gj of the 
Tt most entirely by the desire of the Boers} of the 
| 
| | 
| 


tion ing gsts are well treated. The part played by 
the ah) habit is likewise aptly stressed. The de- 
» the bal yelopment of modern theories of exchange 
the js rather logically set forth and compels 
inds 

his 

ty 


attention. 
The definition or explanation of the term 
“primitive man” is suggested, but dealt 
i with inadequately. Those people living 
r, today under a different cultural régime 
host @ than ours, commonly known as primitive 
. peoples, are the type accepted as possessors 
used gl} of the proper qualifications for the purpose 
30ers jf of the book. Is it possible to arrive at “a 
© hom! fuller understanding of economic value 
ed wij as it exists among ourselves,” by a study 
Afrien| of peoples whose cultures are as ven- 
them} erable as our own? ‘The question deserves 
id Eng} greater, attention than it here receives. 
While the contention of the book is that 
ant gf there are other motives than economic mo- 
tives directing, and which have directed, 
ic with) men’s activities, economic motives are 
ts u| conceded to preponderate to-day. “‘Eco- 
-quak} nomic motives teach civilization as no 
mpos| other motives have ever done.” The con- 
gently} clusion drawn is that the so-called economic 
re th| interpretation of history is one side of a 
ound| process of development of which the ethical 
mon} interpretation is the other. The book 
y th} attains its purpose, and is well worth 
OK. 
"rade, 


Wa ter E. MacDona.p. 


Brewster, A.J. An Introduction to Re- 
| tail Advertising. Pp. 319. Price, $5.00. 
- § Chicago: A. W. Shaw Company, 1926. 
Mr. Brewster has endeavored to “educate 
| the retailer in the principles of advertising 
and in their application to his problems.” 
The book is essentially a selection, compi- 
lation and adaptation of facts and princi- 
ples to fit the retailer’s needs. 

The author first takes up the field of re- 
tailing, including the place of the retail 
store in business and a discussion of retail 
market surveys. He next discusses adver- 
tising as it affects the retailer, including 
manufacturers’ advertising, the purpose of 
retail advertising and how retail advertising 
and manufacturers’ advertising should 
work together. 

Collecting data and writing advertise- 
ments is taken up in some detail. Making 
advertisements effective by type, layout and 
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illustration is next discussed rather fully, 
followed by a section on advertising me- 
diums. This section includes a discussion 
of newspapers, direct (mail) advertising, 
window display and show cards. 

The problems of department stores, of 
chain stores and of the small town store are 
each given one chapter. The final section 
deals with the help available from manu- 
facturers, sellers of space and from other 
retailers. The final chapter deals with 
truth in advertising. 

The book serves to indicate to the re- 
tailer the ways in which he can improve his 
advertising and provides him with a con- 
venient compilation of elementary facts and 
principles adapted to his needs. Both 
functions are well performed. 

KenneETH GRUBB. 


Lincoutn, Epmonp E. Testing Before In- 
vesting. Pp. 319. Price, $5.00. Chi- 
cago: A. W. Shaw Company, 1926. 
Laying down any specific rule of thumb 

for testing investments is almost an impos- 
sibility, due to the divergent factors which 
not only govern the physical and financial 
condition of a corporation, but also the 
market of its securities. In attempting 
such a task, one is liable to omit certain 
vital elements which may act as a safeguard 
to a particular class of securities. 

It is a difficult task for a theorist to place 
himself on the same level of intelligence as 
the average investor. The part human 
nature plays in investment is the biggest 
obstacle to overcome, and even the security 
laws of the different states do not prevent 
it from diverting the small investor from 
the paths of sound judgment. All tests 
are thrown overboard, if he is convinced by 
an emotional appeal that he will have the 
opportunity to enrich himself without labor. 
In most every case, human nature is too 
eager to open the door for opportunity, 
when it is only the wolf. 

Mr. Lincoln’s treatment of his subject 
is not an exhaustive analysis (his work being 
confined to a small book of less than one 
hundred pages), but by emphasizing salient 
points in outline form, he formulates some 
basis upon which the small investor may 
use his own judgment. Mr. Lincoln acknowl- 
edges that there is no one formula for suc- 


i 
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cessful investment, since it is accomplished 
only through correct information and sound 
judgment. Some of his tests are beyond 
the analysis of the small investor and can 
only be applied by a specialist in securities, 
who has recourse to competent records. 
His book, however, makes an excellent 
primer for the uninitiated. 
Paut W. Lzrrcs. 


Groves, A. Financing Autom. 
bile Sales by the Time-Payment Plan, 
Pp. x, 116. Chicago: A. W. Shaw Com. 
pany, 1926. 

The study which received the first prize 
for monographs in the field of Busines 
Development and the Modern Trust Com. 
pany offered in 1926 by the Chicago Trug 
Company 
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joapent AND Insurance, MopEern 
Trenvs iv. Austin J. Lilly, LL.B., 144-53. 
and health insurance: conditions of 


| versity in forms, 150; coverage and indemnity 

basis, 148, 149; experiments, 145, 146; life in- 
_ demnity and the non-cancellable form, 152, 
158; modern trend, 145; specialized coverages, 
| 149; standardization, 151; state action, 146, 
147. 


¥ disabilty, 147, 148; development of, 144; di- 
Trust 


Acopent PREVENTION, INSURANCE COMPANIES 

James S. Kemper, 137-143. 

Accident prevention: merit rating system, 138, 

139; movement toward, 137; rise of insurance 

138; scope of work, 140-3. 
| Actuarial methods: fraternal life, 98; substand- 
ardized life, 17-9; teachers’ pensions, 207. 

Agents and brokers: see taxes. 

‘American Academy of Political and Social 
Science, Report of Board of Directors of, 
December 31, 1927, 220-3. 

, American Bar Association, contributions to reg- 
ulation, 190. 

| Assets: see insurance companies. 

Avromopite Insurance. H. P. Stellwagen, 
| 154-62. 

AvromoprLe InsuRANCE, Computsory. Harry 

J. Loman, Ph.D., 163-70. 

Automobile insurance: collision, 158; compulsory, 
see compulsory automobile; experience rating, 

161; fire, 158; five forms of, 154; hazards, 154; 


policy contract, 156; premium charges, 159; 
premium volume, 155; problems, 161, 162; 
property damage, 157; public liability, 156, 
157; rate-making, 160; theft, 158. 


Bank guaranty: see state insurance funds. 

Benerictary Provisions Mopern Lire 
Insurance Po.icres. Lelia E. Thompson, 
LL.B., 86-96. 

Beneficiary provisions of life insurance policies: 
business protection, 95; drafting clauses, 95; 
expediting settlements, 92; experience, 88; 
“Funded Trust,” 92; legal background, 86, 87; 
local statutes, 89; policies as securities, 93, 94; 
policy contracts, 93; survivorship, 90; trustee 
and minor, 91. 

Benefits: disability protection, 47, 49; fraternal 

life insurance, 101, 102; group life insur- 

ance, 33. 

Bonding: see State Insurance Funds. 

Book Department, 224-34. 

Brosmrrn, Wri1am. Tendencies in State 

Supervision of Insurance, 185-90. 

Buisness protection through insurance, 94. 


Index 


Casualty insurance: see automobile, accident 
prevention, compulsory automobile, disability, 
workmen’s compensation. 

Computsory AvuTomosILe Insurance. Harry 
J. Loman, Ph.D., 163-70. 

Compulsory automobile insurance: alternate 
plan, 168-70; analysis of arguments against, 
166-8; arguments against, 164, 165; economic 
losses, 163; Massachusetts act, 164. 

Co-oPpERATION Between Lire INSURANCE AND 
Trust Compantes. Edward A. Woods, 9-15. 

County and municipal taxes: see taxes. 

Coverage: see accident, health, multiple line. 

Crop insurance: see weather. 

Current Rare-mMakinG Procepure in Work- 
MEN’s CoMPENSATION InsuRANCE. C. A. 
Kulp, Ph.D., 171-80. 


Disability: see accident and health. 

Disability protection: analysis of claims, 44, 45; 
development, 42; defined, 43, 50; limits, 48; 
modern provisions 43, 44, 50, 51; risk, 45, 46; 
significance, 51, 52. 


Ecker, Frepertcxk H. Investment Tendencies 
of Life Insurance Companies, 21-6. 

Epucation anp Lire Insur- 
ANCE as AN Arp To. John A. Stevenson, 
Ph.D., 53-57. 

Education, insurance as an aid to, 53-7. 


Fire Department Tax: see taxes. 

Frre Insurance Rates, Toe ReGuiation oF. 
Robert Riegel, Ph.D., 114-20. 

Fire insurance rate regulation: anti-trust and 
anti-compact laws, 117; existing legislation, 
115, 116; laws against discrimination, 117; 
laws on examination of rating bureaus, 120; 
rate laws, 118, 119, 120; review of legislation, 
114. 

Fire marshal tax: see taxes. 

Fire Prevention work or Stock Fire Insvur- 
ance Compantes, Toe. H. A. Smith, 103-7. 

Fire prevention work: centralizing fire loss 
records, 104; safeguarding cities, 105; serving 
the public, 103; special studies, 106-7. 

Firzerratp, J. ANperson, Ph.D. Inspection 
Reports on Persons as a Factor in Life Insur- 
ance, 77-85. 

Foreword, v-vii. 

Franke, Ler K. The of the Life Insur- 
ance Company in Health Conservation 
Programs, 1-8. 

Fraternat Lire Insurance. Charles K. 
Knight, Ph.D., 97-102. 
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Fraternal life insurance: actuarial solvency, 
98, 99; benefits, 101, 102; commercial vs., 100; 
defined, 97; history, 97; progress, 102; reason 
for increased cost of, 101. 

Frost insurance: see weather. 


General problems: see instruction; multiple line; 
state insurance funds; state supervision; taxes. 

Government control: see regulation. 

Granam, Witu1am J. Group Life Insurance, 
27-33. 

Group Lire Insurance. William J. Graham, 
F.AS., 27-33. 

Group life insurance: benefits, 33; classes, 31; 
defined, 31; growth, 29; methods, 27; need for, 
28; organized effort toward, 29. 

GuaRANTEE OF MortGace Bonps BY SuRETY 
Companies. Edward L. McKenna, Ph.D., 
131-6. 


Hail insurance: see weather. 

Health conservation bureau, need for joint, 7. 

Health conservation campaigns: foreign policy, 
3; progress of, 1, 2; propaganda, 2; work of 
Metropolitan Life Insurance Company, 4. 

Heattu ConserRvVATION Procrams, ROLE oF THE 
Lire Insurance Company in. Lee K. Frankel, 
Ph.D., 1-8. 

Heattu Insurance, Mopern Trenps rn Acct- 
DENT AND. Austin J. Lilly, LL.B., 144-53. 

Health insurance: see accident and health. 

Henverson, Rosert. Insurance of Substand- 
ard Lives, 16-20. 

Horrman, G. Wricnr. Weather Form of 
Insurance, 121-30. 

Ho.comse, Joun Marsnaty, Jr. The Modern 
Life Underwriter, 58-63. 

Hvuesner, S.S. Foreword, v. 

Hvesner,$.S. Insurance Instruction in Amer- 
ican Universities and Colleges, 213-9. 


Inspection Reports on Persons as A Factor 
tN Lire Insurance. J. Anderson Fitzgerald, 
Ph.D., 77-85. 

Inspection reports: as to medical examiners and 
agents, 83; as to women, 81; character of, 79, 
80; claims, 83; how made, 78; means of select- 
ing risks, 77, 78; necessity for, 77; value of, 81; 
where chief reliance, 84. 

Instruction AMERICAN UNIVERSITIES AND 
Insurance. S.S. Huebner, Ph.D., 
213-9. 

Instruction: development in insurance, 213-4; 
future of, 216-9; improvement in, 215. 

Insurance, Avromopme. H. P. Stellwagen, 
154-62. 

Insurance CoMPANIES AND ACCIDENT PREevEN- 
TION. James S. Kemper, 137-43. 


Insurance funds: see State insurance funds, | 
Insurance InstRUCTION IN AMERICAN Untyp, 
sITres AND Cotieces. S.S. Huebner, Php 
213-9. 
INSURANCE OF SUBSTANDARD Lives, 
Henderson, F.I.A., F.A.S., 16-20. 
InsuraNcE Taxes, SpeciaL. James L. Madde, 
J.D., 191-201. 
InsuRANCE, TENDENCIES IN STATE SUPERVigny 
or. William Brosmith, 185-90. 
Insurance, WeaTHER Forms or. G. Wrigh Life 
Hoffman, Ph.D., 121-30. pie 
Insurance: see Table of Contents, page iii, aly mort 
accident and health; automobile; benefity estal 
compulsory; disability; education and philay. inve 
thropy; fire; fraternal life; group; instruction! trys 
life; multiple line; regulation; salary savings Life 
state insurance funds; state supervision; taxes life 
trust companies; use and occupancy; weather. appl 
workmen’s compensation. 63 
INVESTMENT TENDENCIES OF LIFE #2, 
Compantes. Frederick H. Ecker, LL.D., 214 Lire 
Investments: see life insurance companies. 


Kemper, James S. Insurance Companies and) ang 
Accident Prevention, 137-43. | 
Knicut, Cuarces K. Fraternal Life Insurance} 
97-102. Lorro 
Kutp, C. A. Current Rate-Making Procedun| 
in Workmen’s Compensation Insurance Lowa! 
171-80. Ins 


Larxtn, Harotp F. Non-Medical Life Ib Mapp 
surance, 64-9. 191 
License tax: see taxes. ee 
Lire InsuRANCE AND Trust Compantes, Ade 
OPERATION Between. Edward A. Woods hes 
915. Mass 
Lire InsuRANCE As AN AID TO EDUCATION AM) goo 
Puttanturory. John A. Stevenson, PhD, 
53-7. Opt 
Lire Insurance CoMPANIES AND PeEnsioy y 
Prans. M. Albert Linton, F.AS., FLA,  y, 
34-41. 131 
Lire Insurance Compantes, INVESTMENT TEND Yor} 
encres or. Frederick H. Ecker, LL.D., 21-4. 
Lire Insurance IN HEALTH CO® | 
SERVATION ProcraMs, THE ROLE oF Tat Mode 
Lee K. Frankel, Ph.D., 1-8. | Mon 
Lire Insurance, Fraternat. Charles  fys 
Knight, Ph.D., 97-102. Morr 
Lire Insurance, Grove. William J. Graham Mort 
F.AS., 27-33. Mor’ 
Lire Insurance, Inspection Reports o Gr 
Persons as Aa Facror i. J. Anders) 13) 
Fitzgerald, Ph.D., 77-85. Mort 
Lire Insurance, Non-Mepicat. Harold F) gu: 
Larkin, A.A.S., 64-9. rea 
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Insorance Po.ictes, BENEFICIARY Pro- 
nds, | UNDER Mopern. Lelia E. Thomp- 
on, LL-B., 86-96. 
Insurance Pouicy Hotper, Tar Devevor- 
yet oF ADEQUATE PROTECTION FOR THE 
Edward W. Marshall, F.A.S., 

FIA., 42-52. 
Madde te insurance: see pages 1-97, also benefits; 
isability; education; fraternal; group; health; 
inspection reports; investments; non-medical ; 
substandard lives; trust companies. 

Wright life insurance companies: activities, 12, 13; 
assets, 21; bonds, 22; insurance holdings, 22; 
mortgage loans, 22; public utilities, 23; real 
estate, 24; railroad securities, 23; trend in 
investments, 25; trust companies and, 9; 
trust companies versus, 10. See pensions. 


SAVINGS! Life span, lengthening of, 6. 

taxes! rife underwriter: appeal opportunity, 60; 

weather application of sales research, 58; future of, 
63; need for intelligent, 61; the modern, 

SURANCI) 63. 

~Unperwriter, Tut Mopern. John 

a. Marshall Holcombe, Jr., LL.B., 58-63. 

lnty, Austtn J. Modern Trends in Accident 

ues and) and Health Insurance, 144-153. 


lowe Coverace, Muutiete. Benjamin Rush, 
surance) 181-4. 
Livron, M. Atsert. Life Insurance Companies 
and Pension Plans, 34-41. 
Toman, Harry J. Compulsory Automobile 
Insurance, 163-70. 


ife Ip Mappen, JaMes L. Special Insurance Taxes, 
191-201. 
Marsnatt, Eowarp W. The Development of 
8, CO Adequate Protection for the Disabled Life 
Woods Insurance Policy Holder, 42-52. 
Massachusetts Compulsory Automobile Liability 
IN AND’ Security Act, 164. 
PhD, McCanan, Davin. State Insurance Funds: 
Optional and Monopolistic, 202-12. 
ri. McKenna, Epwarp L. The Guarantee of 
“A, Mortgage Bonds by Surety Companies, 
131-6. 
™ Merit Rating System, accident insurance, 138, 
139 


Miscellaneous taxes: see taxes. 
| THE Modern Marine Insurance Bill, 181. 

'Mopern TreENDs rN AccipDENT AND HEALTH 
s Austin J. Lilly, LL.B. 144-53. 
| Morris Company Plan, 35. 
aham Mortality rates, decline in, 6. 


or. Edward L. McKenna, Ph.D., 
lersot) 131-6. 

Mortgage Bonds: conditions of, 134-35; form of 
id F) guarantee, 133, 134; guarantee of, 131, 132; 
reason for, 132, 133. 


Morteace Bonps By Surety CoMPANIES, Tue 
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Mottiete Line Coverace. Benjamin Rush, 
181-4. 

Multiple line coverage, 181-4. 

Municipal taxes: see taxes. 


National Board of Fire Underwriters, fire preven- 
tion work of, 103-7. 
New York, regulation limits, 187. 
Non-Mepicat Lire Insurance. Harold F. 
Larkin, A.A.S., 64-9. 
Non-medical life insurance: adoption, 64; benefits 
of plan, 67, 68; plan outlined, 65-9. 


Occupancy Insurance, Use anv. Willis O. 
Robb, 108-13. 
insurance: see use. 


Pension Puans, Lire Insurance Companies 
M. Albert Linton, F.A.S., F.1A., 34-41. 

Pension systems: accrued liabilities, 39; consider- 
ations as to best plans, 38; level premium plan, 
37; Morris Company plan, 35; principles of, 
34; single premium deferred annuity plan, 35, 
40, 41. 

Philanthropy, insurance as an aid to, 53-7. 

Paranturopy, Lire INSURANCE AS AN AID TO 
Epucation AnD. John A. Stevenson, Ph.D., 
53-7. 

Puiace, Ricnarp L. Salary Savings Insurance, 
70-6. 

Policies: see various kinds of insurance. 

Premium income, 213. 

Premium tax: see taxes. 

Premiums: see various kinds of insurance. 

Property insurance: see fire insurance; fire pre- 
vention; mortgage bonds; regulation; use and 
occupancy, weather. 

PROTECTION FOR THE D1saBLepD Lire INSURANCE 
Hotprer, Tot DevELOPMENT ADE- 
quate. Edward W. Marshall, F.A.S., F.1.A., 
42-52. 

Public deposit guarantees: see State insur- 
ance funds. 

Publication fee: see taxes. 


Rain insurance: see weather. 

Rate-making: automobile, 160; workmen’s com- 
pensation, 171-80. 

Reciprocal taxes: see taxes. R 

oF Fire Insurance Rates, Tue. 
Robert Riegel, Ph.D., 114-20. 

Regulation: American Bar Association and, 190; 
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INTRODUCTORY NOTE 


HE decisions of the Supreme 

Court of the United States that 
the minimum wage laws of the Dis- 
trict of Columbia and of Arizona are 
repugnant to the Constitution have 
rendered the existence of the legal 
minimum wage in the United States 
precarious, to say the least. If mini- 
mum wage legislation is to continue as 
a part of our system of labor legisla- 
tion, either it must do without those 
elements of coercion which the Court 
found invalid or else the Constitution 
itself must be changed. In view of 
the fate of the child-labor amendment, 
there seems to be scant possibility of 
an amendment to the Constitution 
which will permit a mandatory mini- 
mum wage law. Any statute which 
attempts to establish minimum wages 
in the immediate future, therefore, 
must be of the recommendatory or 
advisory type. The pertinent ques- 
tion at present is whether enough can 
be accomplished with a law of this 
nature to justify its existence. 

The Massachusetts statute is the 
only recommendatory law in the United 
States at present. For this reason it 
has been the subject of much interest 
since the decision in Adkins v. Children’s 
Hospital. With the exception of the 
Nebraskan statute, which was re- 
pealed in 1919 after six years of in- 
action, and of the Massachusetts law, 
all of the sixteen laws of continental 
United States have provided for com- 
pulsory enforcement of the minimum 
rates. The Massachusetts statute is 


iv 


significant also because it is the oldey 
law in this country. It is the 
law in a purely industrial state. Noy 
that the District of Columbia statutejs| ph. 
invalid as applied to adult women, the law b 
Massachusetts law is also the only on result 
in the eastern part of the United States sain 

It is the purpose of this study to} mo 
present the available facts relative t| Oa ry 
the operation of the minimum heigh 
law of Massachusetts. The ket 1910 
continually striven to make this 4 
descriptive rather than an argumen. 
tative account. Only secondary 
sideration has been given to the 
theoretical aspects of minimum wage 
legislation. One of the most serious 
difficulties under which the student of 
minimum wage legislation is laboring 
at present is the lack of definite, au- 
thentic information pertaining to the 
actual operation of specific laws. This 
study attempts to supply such in- 
formation in the case of one statute. 

The writer wishes to acknowledge 
his indebtedness to the present as well 
as past officials connected with the 
administration of the law. Without | 
their co-operation this study could pp, 
never have been made. In particular | 
he wishes to thank Miss Ethel M. | 
Johnson, Acting-Director of the Divi- 
sion of Minimum Wage of the De- 
partment of Labor and Industries of of 
Massachusetts for her very valuable jg, 
assistance. The writer’s obligation to | 
Professor David A. McCabe of Prince- | 
ton University for his helpful criticism 
is also great. 
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atuteis) The adoption of a minimum wage 
€n; the! jsw by Massachusetts in 1912 was a 


result of a nation-wide agitation for 
minimum wage legislation. This 
udy ty; novement appeared during the early 
Hive to| of this century and reached its 
| Wage height during the five-year period from 
ey 24 1910 to 1915. It was one of the major 
‘his & cial questions confronting the coun- 
umen- | ty. Almost every state proposed 
con-' jaws. In eleven of these states statutes 
the | were enacted.’ 

Wage When we look for the causes of this 
; agitation our attention is immediately 
struck by the prominence that was 
being given to the increasing cost of 
living as evidenced by rising prices. 
According to the present figures of the 
Bureau of Labor Statistics, the whole- 
sale price index rose about twenty- 
five per cent between 1900 and 1910.? 
In view of the increases in the cost of 
living which we have experienced since 
1915, an increase of twenty-five per 
cent during a ten-year period seems a 
_merebagatelle. At that time, however, 
| it naturally seemed a matter of grave 
/ concern. It meant a serious reduction 
in the standard of living. Public 
| sentiment over the industrial condition 
of of unskilled female labor in particular 
ble had been aroused by numerous studies 


! The following states adopted minimum wage 
legislation during these five years: Massachusetts 
in 1912; California, Colorado, Minnesota, Ne- 
braska, Oregon, Utah, Washington and Wiscon- 
sin in 1913; Arkansas and Kansas in 1915. Laws 
have also been adopted in Arizona, the District 
of Columbia, North Dakota, Porto Rico, Texas 
and South Dakota. 

_ *Reckoning 1913 as the base year, the index 
stood at 81 in 1900. In 1910 it was101. United 
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States Bureau of Labor Statistics, Wholesale 
Prices 1890 to 1922, Bull. No. 335, pp. 8-9. 
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CHAPTER I 
ORIGIN AND CONTENT OF THE LAW 


showing the persistence of low wage 
scales while the cost of living was 
mounting. Among these investiga- 
tions the most important were those 
conducted by the Federal Bureau of 
Labor of the conditions of women and 
child labor. 

The problem was rendered more 
acute by the extensive flow of immigra- 
tion which was at its height during 
these years just before the war. The 
depressing effects on wages of immi- 
grant labor focused attention on that 
type of labor. The preservation of the 
American standard of living,” coupled 
with the belief that extensive exploita- 
tion of newly arrived women was occur- 
ring in sweatshops and factories, 
aroused interest in minimum wage 
legislation as preventive means. The 
following remarks made by the Rever- 
end John A. Ryan in 1910 are typical of 
this attitude :* 

The greatly increased proportion of 
immigrant workers, their bad distribution 
as to industries, place, and time, their 
peculiarly destructive competition, and 
their inability to organize, make their lower 
cost of living a grave menace to the normal 
standard, and consequently to the health, 
efficiency and character of a very large 
section of the American people. . . . 

There seems to be but one measure that 

gives any promise of anything like general 
efficiency, namely, the establishment by 
law of minimum rates of wages that will 
equal or approximate the normal stand- 
ards of living for the different groups of 
workers. .. . 
- §John A. Ryan, A Minimum Wage and Mini- 
mum Wage Boards. Proceedings of the National 
Conference of Charities and Correction at the 
Thirty-seventh Annual Session, 1910, pp. 
460, 465. 
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There were also the stimulating 
experiences of England and Australia 
with the legal minimum wage. The 
adoption of the Wage-Boards Act by 
England in 1909, and its apparently 
successful operation under conditions 
very like conditions in industrial cen- 
ters in this country, acted as a de- 
cided incentive to adopt a similar 
measure. 

The agitation in Massachusetts was 
an integral part of this nation-wide 
movement. It was not due to unusu- 
ally low wages in that state. The 
investigations made by the Depart- 
ment of Labor and others had shown 
conditions there to be more favorable 
than in many other places. The move- 
ment resulted in action earlier in Massa- 
chusetts than in other localities, largely 
because the influence of the Women’s 
Trade Union League of Massachusetts 
together with that of the Consumers’ 
League quickly aroused public senti- 
ment. Moreover, Massachusetts has 
always been peculiarly responsive to 
English influence in the field of social 
legislation. The disturbing _ textile 
strike of 1912 also had a stimulating 
effect. 

The first move toward securing a 
law in Massachusetts was the presenta- 
tion of a petition to the legislature 
asking for an investigating commission 
to ascertain what the actual facts were. 
This request could not be readily re- 
fused and a commission was created, 
May 11, 1911, to study the matter of 
wages of women and minors and to 
report on the advisability of establish- 
ing boards to fix minimum rates in any 
industry. The commission made in- 
vestigations in three industries: retail 
selling, candy making, and laundrying.® 


“General Court of Massachusetts, Resolves 
of 1911, Chap. 71. 

5 Commission on Minimum Wage Boards, 
Report to the General Court of Massachusetts, 
January 1912. House Doc. 1697. 


It secured data concerning the cotto,| 
textile industry from the studies of the and f 
United States Department of Labo, the 

The wage situation in these four indys. 


seven per cent of the women had 
average weekly earnings for the yeg 
preceding the investigation as high a = 
$8.00 per week. Over sixty-five pe o. 
cent were earning less than $6.00 ,! Ae 
week. In the stores sixty per cent ‘ 
were earning less than $8.00 and thirty | a 
per cent were earning less than $6.09, 
In the laundries only twenty-five per fort 
cent were earning $8.00 or above and / 
forty-one per cent less than $6.00, | wet 
In the cotton mills sixty-seven per cent. 4 
were earning less than $8.00 and thirty- . 
eight per cent less than $6.00. The a 
commission concluded that “‘it is in- 
disputable that a great part of them 
[the women workers] are receiving 
compensation that is inadequate to 
meet the necessary cost of living.” 

It was also found that different 
establishments even in the same indus- 
try were paying widely different wage 
scales. As an illustration the wages in 
six large department stores of Boston 
were offered for comparison. The per) “ 
cent of workers earning less than $6.00 
in the several stores was as follows: 14, | 
20, 37, 42, 49, and 67. This fact of | 
widely differing wage scales in different | 
establishments operating under practi- | 
cally identical conditions was pointed | 
to as showing that a legal minimum | 
wage would not have a detrimental 
effect on industry. 

A partial cause of the low weekly 
earnings was found in the lack of 
steady work. Unemployment was 
great. The candy factories, for in- 
stance, were found to be operating | 
during the spring and summer months 
with only one-half or three-fourths of 
their normal working force. The com- 
mission also found that the great 


vine 


peri 
was 
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| 
tries was indicated by the followin, 
figures: In the candy industry per recip 
it 
| 


jority of the workers lived at home 
Cotton and that they turned their wages into 
°S Of the the family fund. Nearly one-fourth 
Labor of the workers, either as individuals or 
indus. ssmembers of families, had been the 
scigients of charity at one time or 
another. 
¥ The workers were for the most part 
hj Year unmarried girls—a class, it was 
nigh ay daimed, that is peculiarly susceptible 
to wage exploitation. In the candy 
6.00 | only thirteen per cent had 
attained twenty-five years of age. 
‘hi fven in the laundries, where an older 
$6.00, dass of women are employed, only 
Pet! trty-eight per cent had reached the 
and age of twenty-five. The number who 
were married ranged from four percent 
in the candy industry to twenty-three 
The per cent in the laundries. 
a The results of this investigation con- 
 vinced the commission of the need of 
minimum wage legislation. The ex- 
he perience of Australasia and England 
© to vas considered, and the commission 
believed that a law patterned after the 
laws in Victoria and England would 
accomplish the best results. com- 
age mission said :° 


ston Iegislation of a similar character, the 
per | commission believes, should be established 
in Massachusetts. The need of it is as 
great, and the possibilities of its successful 
_ administration in the compact population 
t of | and well-established industrial and mer- 
rent | cantile employments are promising. The 
cti- | fact that there is a large number of women 
ited | who must maintain themselves; many of 
| whom are called on to contribute also to the 
ital . support of others, and that there is a large 
army of women upon whose assistance the 
kly welfare of their family groups depend in 
of | Part. presents a social question of great 
importance. 
: The need of work is so great and the 
workers are so numerous that the employers 
ng may dictate their own terms, limited only 
hs by their sense of social responsibility and 


n- ‘Commission on Minimum Wage Boards, 
at cit., p. 16. 
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by the restricted competition of other em- 
ployment opportunities. ... Even with 
women who have no other assistance, the 
wages may be forced below the minimum 
cost of living, without provision for the 
assurance of health, for unemployment or 
for old age, and this deficit must inevitably 
come ultimately as a charge on society. 

In the opinion of the commission the 
number who are working in order simply to 
add to their comforts or luxuries is insignifi- 
cant. Women in general are working be- 
cause of dire necessity, and in most cases 
the combined income of the family is not 
more than adequate to meet the family’s 
cost of living. In these cases it is not 
optional with the woman to decline low- 


paid employment. 


As to the effects of the proposed 
legislation on the financial condition of 
industry, the commission observed: 


The commission believes that our indus- 
tries in general are not dependent upon such 
underpaid labor and that by gradual adjust- 
ment of wage scales the present unfortunate 
condition in a number of employments could 
be improved without injury to the employ- 
ing interests. If an industry is perma- 
nently dependent for its existence on under- 
paid labor, its value to the Commonwealth 
is questionable. 


The commission consequently rec- 
ommended the enactment of a mini- 
mum wage law. The members were 
unanimous in believing that some 
legislation was desirable. The em- 
ployer representative, however, refused 
to sanction a mandatory law, although 
he endorsed the general intent and pur- 
pose of the majority. As it turned out, 
the minority recommendations were 
eventually adopted by the legislature. 
The bill encountered remarkably little 
opposition. It passed both Houses 
with but two votes recorded against it. 
The measure became a law on June 4, 
1912.7 


7 Acts and Resolves passed by the General Court 
of Massachusetts in the Year 1912, Chap. 706. 
See Appendix I. 
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Tue Law 


It will be helpful to have in mind the 
main provisions of the law before pro- 
ceeding to discuss its actual operation. 
The statute creates an administrative 
commission of three members. The 
first duty of this commission is to in- 
quire into “the wages paid to the fe- 
male employes in any occupation in 
the commonwealth, if the commission 
has reason to believe that the wages 
paid to a substantial number of such 
employees are inadequate to supply 
the necessary cost of living and to 
maintain the worker in health.” 

If wages are found to be inadequate, 
the commission is to establish a wage 
board in the occupation in question. 
At the present time the size of these 
boards is left to the discretion of the 
commission. There must be equal 
representation afforded to both em- 
ployers and employes and one or more 
representatives of the public. The 
number of public representatives can- 
not exceed more than half the number 
of either of the other parties. The 
commission designates the chairman 
from the public representatives, makes 
rules and regulations governing the 
selection of members and the procedure 
of the boards, and exercises exclusive 
jurisdiction over all questions con- 
cerning the validity of the boards’ 
deliberations. 

Each board “shall endeavor to 
determine the minimum wage, whether 
by time rate or piece rate, suitable for 
a female employee of ordinary ability.” 

The boards are also directed to rec- 
ommend suitable rates for learners, 
apprentices and minors. In deter- 
mining rates, the boards are to consider 
the needs of the employes and the 
financial condition of the industry, 
with the probable effect thereon of 
any increase in wages paid. Different 
rates may be determined for different 


branches of an industry. The i 
mendations of the wage boards 
final, but may be approved or disap post 
proved by the minimum _Wage com, js still 
mission either in whole or in part, “aa whole, 
the subject may be submitted to ane, The 
board or resubmitted to the old board. for by 
If the commission decides to adopt the comm 
recommendations and embody they) tory 
in a decree, it must publish its intep. thoriz 
tion of so doing and must hold a public the st 
hearing. It may then issue an orde yision 
declaring the minimum rates for the = 
industry. 

The law provides no penalties in the ~ 
form of fines or imprisonment for fail. may | 
ure to observe the minimum rates, tion¢ 
The commission is simply given the tigati 
power to publish the names of nop. A‘ 
complying employers in such manner the | 

as it sees fit. Publication in some form meet 
is required, however. The commission | disct 
does not have the option to publish or | nally 
not as it sees fit. This advisory or| petit 
recommendatory feature has made the | emp! 
Massachusetts law unique among mini-| chat 
mum wage laws. The public does not} with 
coerce an employer to pay any partic-| mis¢ 
ular minimum wage, but directs the $10 
commission to ascertain what the! F 
minimum wage should be and then to sti 
inform the public as to those employers Dec 
who are paying wages below this chu 
minimum. 

The chief reason for eliminating the _ had 
clause providing for compulsory ac In 
ceptance of the rates seems to have and 
been the fear of having the law declared _ sio1 
unconstitutional. There was also doubt par 
in the minds of the proponents of Lal 
the bill whether it would be enacted an 
if it called for compulsory acceptance pat 
of the rates. A recommendatory law + aid 
was felt to be better than nothing. = am 

If an individual employer is unable thi 
to pay the rates named in the commis- | tu 
sion’s order, he may ask for a judicial Be 
review. If he can demonstrate that Ti 
the condition of his business will not, 


| 


> jt him to pay the rates in question, 
an eat is to exempt him from the 
r disap, y of advertisement. The decree 
Z€ com,|js still in force for the industry as a 
art, and whole, however. 
Oaney Thephysically defective are provided 
| board, for by special licenses granted by the 
lopt the «mmission practically without statu- 
y them’ tory restrictions. These licenses au- 
} inten. thorize the worker to accept less than 
Public the standard minimum rate. No pro- 
1 order yision is made in the law for those 
for the merely slow or incompetent. In any 
gecupation in which a majority of the 
‘in the workers are minors the commission 
or fail. may issue a decree without the forma- 
rates, tion of a wage board although an inves- 
n the tigation and public hearing are required. 
f non. Awage board may be reconvened for 
anner the purpose of revising a decree to 
eform meet changes in the cost of living at the 
iission discretion of the commission. Origi- 
ish or | nally the commission had to wait for a 
ry or| petition from either the employers or 
le the| employes. Any employer who dis- 
mini-| charges a worker for activity connected 
$s not | with the operation of the law commits a 
artic. misdemeanor for which a penalty of 
s the $1000 is provided. 
the! Far reaching changes in the organi- 
en to sation of the commission were made in 
yyers December, 1919. In that year Massa- 
this chusetts reorganized her executive 
and administrative departments, as 
tthe had been contemplated for some time. 
ac- In this reorganization, various labor 
have and industrial bureaus and commis- 
ared sions were consolidated into one de- 
mubt partment called the Department of 
sof Labor and Industries.* The executive 
‘ted and administrative head of this de- 
nce partment is a commissioner. He is 
law + aided by three associate-commissioners 
. | and one assistant-commissioner. The 
ble three associate-commissioners consti- 
nis- | tute by the terms of the law the 
cial Board of Conciliation and Arbitration. 
hat The functions of the Minimum Wage 
not | * Acts and Resolves (etc.) of 1919, Chap. 350. 
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Commission “except as to matters of 
an administrative nature” have been 
transferred to this board.* Thus the 
Minimum Wage Commission as it had 
been created in 1912 was abolished, 
although the three associate-commis- 
sioners who succeeded the old com- 
mission are still commonly called the 
Minimum Wage Commission. They 
form the Division of Minimum Wage of 
the department when administering 
the minimum wage law, as minimum 
wage work was made one of the divi- 
sions of the new department. One of 
these associates must be a representa- 
tive of labor and one must be a repre- 
sentative of the employers. All are 
appointed for a three-year term by the 
governor with the advice and consent 
of the council. The assistant-com- 
missioner, who must be a woman, is 
interested for the most part in the 
administration of the minimum wage 
law. In fact, by agreement among the 
commissioners, she has been given the 
title of Acting-Director of the Division 
of Minimum Wage although a formal 
appointment has never been made. 
She thus holds a dual position. As 
assistant-commissioner she is one of 
five officials administering the Depart- 
ment of Labor and Industries. As 
acting-director of the Division of 
Minimum Wage she is the executive 
officer immediately responsible for the 
enforcement of the minimum wage law. 
If her status were nothing more than 
that of a director or “acting-director” 
of a division in the department, she 
could be removed by the commissioner 
and associate-commissioners. As an 
assistant-commissioner, however, she 
receives her appointment from the 
governor. This situation is of some 
importance as it is generally believed 
that she is in favor of a more vigorous 
policy of enforcement than are the 


® Acts and Resolves (etc.) of 1919, Chap. 350, 
Sec. 72. 
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commissioners. Of course, questions 
of policy are still beyond her jurisdic- 
tion. They are decided by the three 
associate-commissioners acting as the 
Minimum Wage Commission or by the 
department as a whole. 

Before proceeding with a discussion 
of the operation of the law, we should 
form some acquaintance with the per- 
sonalities of the officials behind it. It 
will easily be recognized that the policy 
of the commission is far more important 
with this law than with a strictly 
mandatory one. The Massachusetts 
statute provides so many safeguards 
for industry which readily become 
excuses for inaction, that the law can 
easily become meaningless if the com- 
missioners so desire. The first com- 
mission was composed of members of 
unusual abilities, and what is of more 
importance, of members thoroughly in 
sympathy with the law. The chair- 
man was Mr. H. LaRue Brown, a 
Boston attorney who had been in- 
strumental in drawing up the law and 
securing its passage. A woman had 
been appointed by the governor as 
permitted but not required. She was 
Miss Mabel Gillespie, secretary of the 
Woman’s Trade Union League. Her 
organization had been influential in 
working for the law. Miss Gillespie 
was an aggressive unionist although 
she was always loyal to the minimum 
wage law. The third member of the 
commission was Professor Arthur N. 
Holcombe of Harvard University. He 
also had been one of those who had 
worked for the law and was emi- 
nently fitted for the position. It is 
doubtful whether the caliber of suc- 
ceeding commissioners has equalled 
that of this first board. The chair- 
man, Mr. Brown, served but a little 
more than a year. He resigned in 
September, 1914, to become a special 
assistant to the Attorney-General at 


Washington. He was succeeded by 


Mr. Robert E. Bisbee of South Midd, with 
borough, a retired clergyman. jj poli 
appointment was made apparently {gl gs tl 
political and personal reasons, fy have 
was an intimate personal — emp 
Governor Walsh. He served only ty favo 
unexpired part of his predecesggy, enfo 
term, declining reappointment. _ ploy 
The amendment of 1916 requiring refu 
one of the commissioners to be an em. sque 
ployer of women caused a change | emp 
the composition of the commission! pers 
Mr. Edwin N. Bartlett, a textile man, prov 
facturer, was appointed to the position, thou 
He succeeded Mr. Bisbee as chairmay  expi 
This appointment likewise seems to me! reap 
to be somewhat anomalous. Mr. Bart. bef 
lett’s integrity and abilities cannot by tem 
questioned. Nevertheless, he doesnot yeal 
seem to be a proper person to be chair. com 
man of the commission. As ranking F. J 
officer of the commission he was th) tive 
one primarily responsible for the ex Lik 
forcement of the law. As represents for 
tive of the employing class he was sup, the 
posedly advancing the interests of | 4 
group which has consistently opposed) pire 
enforcement. His point of view was, pol 
naturally, that of an employer wo 
Whether the operation of the law was Was 
adversely affected by this situation js) cha 
impossible to say. The chairman, m0 
while nominally the chief enforcing the 
officer of the law, was but one of thre: ing 
commissioners. Furthermore, of th wh 
other two commissioners, one, Mis he 
Gillespie, was keenly alive to the inter 
ests of the employes. Her first tem av 
expired in 1916 and she was reap ai 
pointed as the labor representative. | S04 
Apparently the commission ws 
generally divided at this time. Pm, 
fessor Holcombe must have been by fa; 49) 
the most important member of th) Uni 
commission. Most questions of policy, 
were settled by his acting as arbitrate, Th 
between the other two membes ,, 
Such a position is not always a pleasatl mis 
one. There was much dissatisfaction Co 


| 


1 Midd, with the policy of the commission—a 
ently fol as the one impartial member seems to 
ons. fi, have been primarily responsible. The 
riend g employers, for the most part, did not 
only tly favor anyone who stood for vigorous 
ecessor', enforcement of the law. The em- 
: ployes did not support anyone who 
equiriy) refused to use the law as a press to 
* an em, squeeze exorbitant wage rates out of the 
ange | employers. It was difficult to find a 
Missin person who did not meet with disap- 
€ mam. proval from one or both parties. Al- 
0sition| though Professor Holcombe’s term 
‘airma, expired in 1916 and he did not care for 
18 tom) reappointment, a successor could not 
Bart. be found. He continued to serve on a 
nnot temporary appointment for another 
loes not, year when his duties in Washington 
e chair compelled him to leave.'° Mr. Charles 
ranking F. Dutch, an aggressive but conserva- 
vas th) tive Boston attorney, was appointed. 
the ep. Like his predecessor, Mr. Dutch stood 
esenty. for strong and impartial enforcement of 
as sup- the law. 
ts of | Mr. Bartlett’s term as chairman ex- 
P pired in 1918, and he declined reap- 
w was pointment. Mr. Arthur C. Comins,.a 
ployer, wool textile manufacturer of Worcester, 
w wa Was appointed. Mr. Dutch became 
tion ) chairman. Mr. Comins has been even 
irman, more outspoken in his condemnation of 
forcing the law than Mr. Bartlett. In testify- 
f thre ing before a legislative commission 
of th which was investigating the law in 1922, 
Mis: he said 
inte) “A minimum wage applied by 
tem law in any form is wrong in principle 
reap and will not accomplish the object 
ve, | sought.” 
wa Yet it should not be assumed that 


Professor Holcombe served from 1917 to 


by fat; i019 as special investigator of War Activities, 
f th! United States Bureau of Efficiency. 
policy| "Special Commission on . . . the Minimum 
trator, Wage; Testimony taken at the second hearing. 
ed This testimony has never been published, but is 
on file at the State House, Boston. This com- 
mission is generally referred to as the “Recess 
Commission.” 


ction 


Tue Lecat Mintwum WaGE In 7 


these partisan representatives did not - 


render valuable services on the com- 
mission. Mr. Comins in particular, 
while opposed to minimum wage legis- 
lation, was very conscientious in ful- 
filling the duties of his office. He did 
much to persuade the employers to con- 
form to the law. He also advocated 
several amendments which strength- 
ened the position of the commission. 

Nothing has been said yet of the 
executive officer of the commission, the 
secretary, or, since 1920, the acting- 
director of the Division of Minimum 
Wage. She it is who attends to the 
details of administration. The duty of 
enforcing the policies decided by the 
commission is hers. She has active 
charge of all investigations. She is 
present at all wage board meetings. 
She directs the work of securing com- 
pliance. It is evident that she plays a 
very important réle in the administra- 
tion of the law. The selections for this 
post have been very fortunate. There 
have been but three incumbents. The 
first was Miss Amy Hewes, Professor of 
Economics at Mount Holyoke College. 
She remained until 1915 when she 
resigned to resume her duties at Mount 
Holyoke. Miss Ellen N. Matthews, 
an investigator for the commission, 
succeeded her. Miss Matthews served 
four years, leaving to become Assistant- 
Director of the Child Labor Division of 
the Children’s Bureau of the United 
States Department of Labor. Her 
successor was Miss Ethel M. Johnson, 
Executive Secretary of the Congres- 
sional Committee of the Massachusetts 
Women’s Suffrage Association. 

The consolidation in 1919 of the com- 
mission with other bureaus and com- 
missions required changes in member- 
ship. Mr. E. LeRoy Sweetser, an 
officer with the Massachusetts National 
Guard, became head of the Department 
of Labor and Industries. The asso- 
ciate-Commissioners, who constitute 


| | 
i 
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the Board of Conciliation and Arbitra-. Spinners’ Union of New Bedford, yy, T 


tion are Mr. Edward Fisher, an attor- is the representative of the employe mil 
ney, who is chairman; Mr. Herbert P. Miss Johnson, secretary. of the ot enti 


Wasgatt, a retired shoe manufacturer, commission, was appointed assistay| Def 
who represents the employers; and Mr. commissioner. Later she was mag The 
Samuel Ross, an official of the Mule acting-director. dire 
any 
has 
low 
CHAPTER II 
Inpustries TO Wuicu THE Law Has Breen ApPLieD law 
jo! 
Minimum wage decrees have been _lishments, about one-fifth of the femal a 
Tee issued for eighteen industries in Massa- wage-earners in Massachusetts. The tio 
ii chusetts. These industries employ number of women in the various jp. nit 
t between 80,000 and 85,000 women and __dustries covered by decrees can be seep dec 
| girl wage-earners in over 5000 estab- from the following tabular summary; | cor 
cor 
ApproxIMATE NuMBER OF FemaLe WaGe-Earners IN Inpustries Arrecrep BY 
Wace Decrees Massacnusetts | lav 
Industry Number of | Effectiveness | thi 
Wage-Earners 
a Men’s Clothing and Raincoats......................... 4,000 Jan. 1, 1918 
Canning and 500 Sept. 1, 1919 
j 3,000 July 1,199 ¢ 
| Minor Lines of 800* Nov. 1,191 
Druggists’ Preparations......... 1,500* Jan. 2, 19% R 
Bread and Bakery Products.....................-..... 2,000 May 1, 19% 
Stationery Goods and Envelopes.....................-. 3,000 Jan. 1, 1926 | 
| & 
* Estimates based on the commission’s figures. Estimates for other industries are taken from \ 
figures prepared by the Massachusetts Bureau of Statistics, Statistics of Manufactures for 1980, 
passim. The sums named in the various decrees are given in the table on page 24. The wholesale X 
i } and retail branches of the millinery industry are now combined under one decree. Canningand 3 
) preserving and minor lines of confectionery are combined also. | « 
| 


The responsibility for establishing 
=u minimum rates for an industry rests 
the oh) entirely with the commissioners of the 
ssistan| Department of Labor and Industries. 


‘Ss maj The Minimum Wage Commission is 
directed to make an investigation in 
any industry or occupation in which it 
has reason to believe that wages are 
-Jow. It may include an entire industry 
with all its branches or it may cover 
only a fraction of an industry. The 
law does not define the term “occupa- 
tion,” but permits the commission to 
femak| Jetermine the limits of any investiga- 
The! tion as well as the scope (with only 
OUS in- minor restrictions) of any particular 
seen decree. A study of the investigations 
mary: | conducted by the commission throws 
considerable light on the administra- 

wom —_—tive policy of the officials behind the 
law. The findings of these investi- 
== gations are interesting also because 
ot they reveal the industrial condition of 
ness _— this type of labor at the time the in- 
ecree vestigation was made. ‘These investi- 
gations are among the few serious 
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The commission conducted an even 
dozen investi ations covering periods 
prior to 1916. War fluctuations in 
wages were not sufficient at that time 
to prevent the grouping of the data 
uncovered by these investigations in one 
summary. The table below, conse- 
quently, presents the average weekly 
earnings of the women in these in- 
dustries."* Average weekly earnings 
are found by computing the sum of all 
payments made to the worker during 
the period studied, usually a year, and 
dividing this sum by the number of 
weeks actually worked as shown by the 
pay-roll record of the number of weekly 
payments. Only those workers who are 
considered a part of the normal work- 
ing force of an industry are included. 

Of these 30,000 women over one- 
fourth were earning less than $5.00 per 
week. Nearly half were earning less 
than $6.00. Only one-eighth earned 
$9.00 or more. In the early part of 
1914 the brush wage board and the 


® Minimum Wage Commission, Bulls. Nos. 


194 | studies that have been made. 1, 2, 4, 5, 6, 8, 9, 10, 13, 14, 15, passim. 
1915 
1916 AveraGe WEEKLY Earnines oF WoMEN IN THE Brusn, Corset, Canpy, 
1917 Launory, Rerar Store, Paper Box, anp GarRMENT IN- 
1918 | DUSTRIES IN MASSACHUSETTS, 1913-1915 
1918 
918 Percen' of Women with Earnings 
918 No. of Women 
919 Occupation Included in 
919 Records Below $9 and 
919 &5 $8 Over 
920 
| Pe 597 42.7 66.2 88.6 7.0 
3,326 49.0 69 .6 92.1 2.5 
| “RES 2,961 25.0 51.5 82.2 8.2 
Retail Stores: 
6,449 22.5 33.9 66.4 21.5 

| Bend 104 Stores......... 418 49.8 84.4 95.9 24 
2,178 30.2 44.5 75.7 14.6 

| Women’s Clothing.......... 1,961 $1.4 50.1 78.1 12.1 
3,460 2.0 40.7 74.3 13.4 
rom | Men’sClothing............. 1,182 23.1 42.8 78.1 18.7 
920, Men’s Raincoats............ 626 18.8 36.6 65.0 20.1 
sale Muslin Underwear.......... 2,481 29.1 48.2 80.2 10.9 
and Men’s Furnishings.......... 2,658 23.9 87.7 71.9 15.8 


} 
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candy wage board estimated that the pears to be the excessive amowsjil pelow 


amount necessary to meet the cost of 
living was $8.71 and $8.75, respectively. 
Less than one-fourth of the women 
were earning enough to defray the 
necessary cost of living as shown by 
these figures. 

There is some truth in the state- 
ment that the situation of these 30,000 
workers is not representative of the 
conditions in the industries as a whole 
which employed at that time nearly 
60,000 female workers. This challenge 
has been made against all of the inves- 
tigations. It is not true, however, 
that the investigations covered with 
design the poorest paid workers. 
Most of those who could not be in- 
cluded in the records were of that 
floating type of labor which the com- 
mission has not felt warranted in in- 
cluding because they are not an integral 
part of the industry. There is no 
evidence to show that the wages of 
these 30,000 women are not sufficiently 
representative to give an accurate 
picture of the general wage situation. 

Scheduled rates of wages are obtain- 
able only in the case of those women 
who are working on a time-rate basis. 
Time-rates were not the prevailing 
practice in these industries. Really 
significant figures of rates were secured 
only in the candy, laundry and retail 
store industries. In the candy fac- 
tories fifty-four per cent of the workers 
were scheduled to receive less than 
$6.00 per day and only four per cent 
were scheduled to receive as much as 
$9.00. In the laundries thirty per cent 
were scheduled to receive less than 
$6.00 and sixteen per cent to receive 
$9.00 or more. In the stores these 
percentages were twenty-three and 

twenty-eight. It is apparent that a 
great difference exists between the 
rates at which the women are scheduled 
to be paid and their actual earnings. 
The chief cause of this difference ap- 


lost time. 


relation between hours and wages, by} 
was able to do so only in the 
factories and the knitting mills. | 


The commission attempted thirt} 
to secure serviceable data as to the paylt 

| ies 
candy) 


ords of 1826 women were secured 


the candy industry. Twenty-nine pe “ing 
cent of these women worked on the | 
average less than forty-two hours 4 
week. Only seven per cent worked for 
fifty or more hours a week. The 
maximum in Massachusetts at that 
time was fifty-four hours. This paucity 
of full-time employment explains jp 
part why the women actually earned s 
much less than they were scheduled to | 
receive. Ninety-two per cent of the 
women who worked less than forty-two 
hours a week earned less than $6.00, 
Seventy-nine per cent of those who | 
worked forty-two or more hours a week 
earned less than $6.00. 

In the knitting mills records of hours 
were secured for 2337 women which 
give a fairly representative picture. 
It was found that six per cent of these 
workers averaged less than thirty hours 
a week. Fifty-seven per cent worked — 
less than forty-two hours per week. | 
Fifty-two per cent of the women who 
worked on the average less than forty- 
two hours a week earned less than 
$6.00 a week. Only twenty-six per 
cent of the women who worked more 
than forty-two hours a week earned less _ 
than $6.00. 

Another striking fact that has been | 
revealed in almost all investigations is — 
the wide variation between the wagesof | 
different establishments. This varia- 
tion appears even between firms mak- 
ing similar products under very similar 
conditions. 
factories the median of the average 
weekly earnings varied from below 
$5.00 in five establishments to $9.00 or 
more in four others. In the eight cor- 
set factories the median varied from 


In the fourteen brush | 


| 

| 
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| pelow $6.00 to over $8.00. Six of the 
thirty-six women’s clothing shops were 
ing only one-fourth of their workers 
jess than %6.00. Three firms were 
ing only one-fourth of their workers 
more than this amount. Three of the 
- twenty-seven knitting mills were pay- 
ing wages so low that the median was 
 pelow $5.00. An equal number of 
firms were paying wages such that the 
median was $8.00 or more. These il- 
justrations are typical of all industries 
studied.“ Variations in rates of pay- 
ment have been equally pronounced. 
To throw further light on the wage 


Serer? aes 


situation, the commission attempted to 


ascertain the annual earnings of these 


situation in respect to annual earnings 
as shown by the commission’s figures 
can be seen from the table below. 
These figures would indicate a wage 
situation so low that the women must 
have had other sources of income. 
Nearly two-thirds were earning less 
than $300 per year which would 
amount to only $6.00 per week. About 
one-third of those covered by the rec- 
ords were scheduled to receive as little 
as this, and a few less than half actually 
earned it for the weeks they worked. 
The commission places the responsi- 
bility for these alleged low annual 
earnings to a great extent upon the 
large amount of unemployment during 


Earntncs or WoMEN IN THE LAuNDRY, Store, Paper 
Box, AND GARMENT INDUSTRIES OF MAssAcHuSsETTs, 1913-1915 


Percentage of Women with Earnings 
Occupation Number 
Under $400 and 

$100 $200 $300 Over 
Paper Box Shops........... 2,178 31.0 46.9 62.0 18.5 
Garment Trades............ 12,318 34.4 52.2 67 .6 14.4 
workers. This attempt was not par- the year. From the figures presented 


ticularly successful. To calculate ac- 
curately the entire yearly income of 
these women, their entire industrial 
history during the year should be 
available. The Minimum Wage Com- 
mission cannot collect these facts for 
any great number of women. The 


% The facts in the other industries were as 
follows: In four of the thirty-six laundries the 
median of the average weekly earnings was under 
$5.00. In seven it was $7.00 or over. In the 
twenty-two stores the median ranged from below 
$5.00 to $8.00 or over. In the twenty-four paper 
box factories the median varied from below 
$4.00 to $8.00 or more. In the men’s clothing 
shops it ranged from below $5.00 to $9.00 or 
more. There is little significance in comparing 
wages in the muslin underwear and men’s fur- 
nishings industries because of the great difference 
in products. 


by the commission very few women 
seem to have been employed each 
month throughout the year.“ It is 

“4 The percentage of women having employ- 
ment in the same establishment foras many as ten 
months in the various industries was as follows: 


Per 

Cent 
Retail Stores (regulars)............... 53.9 
Five-and-Ten-Cent Stores............. 197.7 
Women’s Clothing. ................... 
48.0 
Men’s Furnishings.................... 42.6 
Muslin 37.0 


Estimates could not be made in the brush and 
corset industries. 


DUIS 
ed for | 
= 
ns in 
y-two 
56.00, 
who 
week 
: 
ure, 
hese 
ours 
pek. | 
who 


12 Tue ANNALS OF THE AMERICAN ACADEMY 


hardly accurate, however, to apply the 
term unemployment to this situation. 
It shows rather that there was excessive 
shifting of the women. 

The above facts were deemed suffi- 
cient to show the need for minimum 
rates. The average weekly earnings of 
a majority of the women were not suffi- 
cient in the opinion of the commission 
to provide a decent standard of living. 
Wage boards were established and mini- 
mum rates fixed in all these industries." 

The next employers to receive the 
attention of the commission were in the 
hotel and restaurant, millinery, build- 
ing cleaning, and canning and preserv- 
ing industries. The commission was 
unable to do much for the women in 
hotels and restaurants. The wage 
situation in this industry was compli- 

cated by the practice of providing food 
and lodging in addition to a money 
wage. The determination of proper 
minimum rates to cover all women— 


those who received both board ay 
lodging as part compensation, thog 
who received board but not i 

and those who received only one or ty 
meals—would have been very difficuk 


Furthermore, to the extent that workey 


were receiving food and lodging the 
were independent of the cost of they 
items. Consequently, in spite of th 
fact that the income of these wome 
seemed to be inadequate, the commis 
sion contented itself with sending , 

statement to employers urging all who 
were paying unusually low wages tp 
meet the standards of the othe 


employers. It is an interesting fact | 


that a later investigation showed much 
improved conditions for which the 
commission’s activity seemed to he 
responsible, in part at least. 

Average weekly earnings in the 
millinery, building cleaning, and can. 
ning and preserving industries can be 
seen from the following table: 


AveraGe Earnincs or WoMEN IN THE MILLINEeRY, OrFice 
AND Orner CLEANING, AND CANNING AND PRE- 
SERVING INDUSTRIES IN MASSACHUSETTS, 


% Although boards were established, rates were 
not issued for the candy and paper box industries 
until 1918 because of the question as to the con- 
stitutionality of the law. Rates were not issued 
for the corset industry until 1920 because of the 
resignation of one of the members of the board. 


Women Employed as Office and Other Building 
Cleaners in Massachusetis, 1918, Bull. No. 16. 


— 


1916-1918 | 
Percentage of Women with Earnings 
eee Less Than $12 and 
$6 $8 89 $10 Over 
Millinery: | 
EEE 11.8 28.9 36.7 45.9 35.4 
Flower and Feather. . 62.1 84.1 89.0 95.1 0.5 
Wholesale Millinery . . 23.4 46.8 61.1 72.0 15.5 
Retail Millinery . . 2.8 39.0 55.8 67.8 16.0 
Building Cleaning.............. 30.3 89.1 96.3 3.7° 
SS 37.0 73.8 91.5 97.1 2.9" 
Preserving. . . 17.0 64.2 86.2 96.5 3.5% 
* $9 and over. ** $10 and over. * Minimum Wage Commission, Wages of 


Wages of Women Employed in Canning and 
Preserving Establishments in Massachusetts, 1919, 
Bull. No. 19. | 

Wages of Women in the Millinery Industry in 
Massachusetts, 1919, Bull. No. 20. 


wage 

| ) vari 

i 
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ard a These wages appeared inadequate 


when compared with the estimates of 
the cost of living made by the various 
wage boards. In the spring of 1916 
the women’s clothing board estimated 
the cost of living to be nearly $9.00. 
Yet the proportion of women earning 


this sum in the millinery industry 
yaried from sixty-three per cent in the 
hat factories to only eleven per cent in 
the flower and feather shops. Less 
than four per cent of the building clean- 
ers were earning as much as $9.00 a 
week. During 1917 and 1918 the cost 
of living was variously estimated to be 


between $9.65 and $12.50. Only 3.2 


per cent of the women in the canning 
and preserving industry were earning 
as much as $10.00 a week. 

Time rates, so far as they were pro- 


curable, showed a somewhat more fa- 
vorable picture. This was natural as 
the amount of lost time was large. 
Annual earnings were meager. In 
each industry over half of the women 
were earning less than $200. The 
chief cause of these low annual earnings 


Ze | 


was nominal lack of employment, al- 
though it must be remembered again 
that the women may have had other 
employment. In all these industries 
the variations in wages between differ- 
ent establishments that appeared in 
previous investigations was  pro- 
nounced. 

The need for minimum rates in these 
industries appeared to be great. At 
the public hearings, however, employ- 
ers in each industry protested vigor- 
ously against the convening of wage 
boards, presenting all sorts of ingenious 
arguments. The commission honored 


these protests to the extent of postpon- 
ing the creation of boards until supple- 
mentary investigations could be made 
in all occupations except the retail 
branch of the millinery industry. 
These later investigations still showed 
wages to be inadequate in spite of the 


promises of employers to be more 
liberal. Eventually wage boards were 
established for all occupations except 
the manufacture of straw hats. 

In 1918 thecommission seriously con- 
sidered the establishment of rates for 
the cotton textile industry. It may be 
remembered that the investigation by 
the Federal Bureau of Labor in 1909 
had shown conditions to be bad in this 
industry.'’7 The situation in this in- 
dustry was, in fact, one of the stimuli 
for adopting the law. The commission 
had avoided this industry until the law 
had become well established. It was 
clearly recognized that the issuing and 
enforcement of rates for the large 
number of textile workers would 
severely test all the powers of the 
commission. In 1918, the commission 
made an investigation in this industry 
with a view to the issuing of a decree. 
The commission decided, after its inves- 
tigation, not to establish minimum 
rates. No wage board was formed and 
no decree issued. This decision has un- 
doubtedly served to discredit the law in 
many quarters. It has led to charges 
of ineffectiveness in not covering the 
larger industries. It has been said 
that the great political and industrial 
influence of the textile manufacturers 
has secured immunity for them. It is 
pointed out that, at the time this deci- 
sion was made, one of the minimum 
wage commissioners was a textile 
manufacturer himself. 

The decision not to proceed with the 
formation of a wage board for this in- 
dustry was based on the fact that wages 
seemed to be rising without minimum 
rates. The facts revealed by the Fed- 
eral investigation in 1908 and the 
notoriety of the Lawrence strike of 1912 
were improving the wage situation 
entirely apart from war conditions. In 
order to show changes in wage condi- 
tions over a two-year period, a tran- 


17 Supra, p. 2. 
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script of the pay-roll record of each 
employe for the first six months of 1915 
and for the same period in 1917 was 
made in fifty-five mills. Rate in- 
creases between June, 1915 and June, 
1917, follow in the table below.'* 

It is apparent that wages underwent 
a considerable increase during these 
two years. The median rate in 1915 
had been between $7.00 and $8.00. 
Two years later it was between $10.00 
and $11.00. In 1909 the median rate 
had been found by the Federal Bureau 


CHANGES IN WEEKLY Rates or Waces oF WoMEN IN THE CoTToNn 
Textite Inpustry Massacuusetts BETWEEN 
June, 1915, anp June, 1917 


templated issuing decrees for ten othe 
industries. Only five of these have, y 
yet, been actually placed under rat, 
(January 1, 1927). Factories many. 
facturing loom harness were studied jy 
July, 1919. The number of wome 
employed was too small to warrant the 
establishment of minimum rates! 


Only four factories were operating jy) 


the state. An investigation of wage 
paid to women engaged in the many. 
facture of stationery goods, envelopes, 
and miscellaneous paper products was 


— 


Percentages of Women with Rates 
Year 
Less Than $15 and 
86 $8 $10 $12 Over 
16.8 60.6 91.4 99.5 0.1 
1.4 10.5 43.5 69.5 4.5 


of Labor to be below $7.00. If the cost 
of living in 1915 was about $8.75 and 
in 1917 was about $10.00, as had been 
estimated by the wage boards, the situ- 
ation of the women in this industry was 
improving in spite of the increase in 
prices. This was the situation which 
influenced the commission not to 
convene a wage board. There were 
other industries which seemed to need 
the influence of minimum rates more 
than the cotton industry. The re- 
sources of the commission have been so 
limited that only those industries in 
which the need of rates is clearly im- 
perative can be placed under minimum 
rates. 

Since 1918 the commission has con- 


18 This comparison included the wages of about 
9000 women. These figures have been published 
in the Sizth Annual Report of the Minimum 
Wage Commission, 1918, pp. 11-14. 


made early in 1920. It was found that 
forty-four per cent of the 2,256 women 
had average weekly earnings of $15.0 
or more per week; and that twenty-four 
per cent were earning $18.00 or more 
per week.*° In view of these wages the 
commission did not think it necessary 
to establish a wage board at this time. 
In 1925 the commission decided that a 
wage board was needed, although a 
formal investigation was not made. 
A decree became effective January 1, 
1926. Women working in shops mak- 
ing embroidery were also investigated 
in 1922.2" As in the loom harness in- 


1° Minimum Wage Commission, Seventh An 
nual Report, 1919, p. 25. 
2° Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
Annual Report for 1920, pp. 12-13. 


* Division of Minimum Wage of the Depart- | 


ment of Labor and Industries of Massachusetts, 
Annual Report for 1922, p. 4. 
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nN Othe dustry, the number of these was found 
have, | to be too small to warrant a wage 
Pr Tate; poard. Rates were decreed for the 

Many! minor lines of confectionery, druggists’ 
\died jp) preparations, bread and bakery prod- 
Wome! ycts, and jewelry industries. Infor- 
ant th! mation concerning the jewelry industry 
rates") j, not available at this time. The 
ting jn | wage situation in the other three in- 
Wage} dustries can be seen from the table 


Many-| below giving the average weekly earn- 
22 


manufacture of druggists’ preparations 
were earning a living wage according to 
these figures. About three-eighths of 
the bakery workers seemed to be earn- 
ing sufficient wages. | 

Wages paid in different establish- i 
ments varied greatly. In two of the 35 | 
confectionery factories the median 
showing the average weekly earnings 
was below $6.00. In three it was at 
$15.00 or more. In the druggists’ prep- 
arations industry this variation was 
all the more striking because wages did 
not vary to any great extent between 


ings. 
ts was! The cost of living as estimated in the 
four budgets drawn up in 1919 averaged 


Averace Earntncs or WoMEN IN THE Minor Lives or Con- 
FECTIONERY Drucoists’ PREPARATIONS AND Breap AND BAKERY 
Propvucts Inpustries IN Massacuusetts, 1919, 1920 anp 1923 


— Percentage of Women with Earnings if 
5 
Industry 
Less Than $15 and if 
— $8 $10 Over 
| Lines 25.6 50.1 72.9 7.3 
8.9 31.8 68.5 11.4 
Bread and Bakery Products.................. 5.5 22.2 49.3 16.5 
‘that 
men 
5.00 very nearly $13.00. From the above different branches of the industry. i} 
four| table it is evident that only about one- We find the median varying in different 
more} fourth of the women in the minor lines factories from below $8.00 to $14.00 or 
sthe | of confectionery industry were earning more. In the bakeries the median it 
sary this much. The cost of living in the varied from below $9.00 to over $16.00. | 
ime. summer of 1920 was estimated to be Time rates, so far as they were ob- ; 
ata somewhat over $15.00. Only about tainable, indicated the same situation . 
ia one-tenth of the women engaged in the except that they were a little higher F 
ade. than weekly earnings as is to be ex- 
vision - . 
of Minimum Wage othe Demet pected. The high labor turnover is 
re: Report on the Wages of Women Employed in the Seen by the fact that over one-third of 
ed | Manufacture of Food Preparations and Minor the women had worked less than a year Mi 
in Massachusetts, 1920, jin their present employment.” As | 
No. 23. Passim. : : Ly 
An Ibid. Wages of Women Employed in the Manu- these need 
facture of Druggists’ Preparations, Proprictary "UM rates, wage boa ware 
art: | Medicines and Chemical Compounds in Massa- lished. 
tls, | chusetts, 1923, Bull. No. 24. Unpublished man- Recent investigations have been i 
uscript Passim. made in the t d industry, i if 
art- | Ibid. Wages of Women Employed in the Manu- 
tts, | facture of Bread and Bakery Products in Massa- 23 Annual earnings and monthly employment 


chusetts. Unpublished manuscripts. Passim. 


were not ascertained. 
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shops manufacturing boot and shoe 
cut stock and findings, in the electrical 
industry, and in the jewelry industry. 
The results of these investigations are 
not yet available. The commission 
has decided to issue rates for the toy 
and jewelry industries, however. Final 
action has not yet been taken in the 
other industries. 

In those industries in which minimum 
rates have been established over 30,000 
women were definitely found to be 
receiving less than the sum sufficient to 
meet the cost of living as estimated by 
the various wage boards. There is 
also no question but that there were 
many unrecorded women in these in- 
dustries whose wages were equally as 
low. The actual number of these 
women is, of course, indeterminable, 
but it certainly is large. 

It is also plain that low weekly earn- 
ings are due to a great extent to un- 
employment. In few industries do 
more than a small percentage of the 
workers find employment for the full 
length of the working week. Thus we 
find a great difference in most indus- 
tries between actual earnings and 
scheduled rates. The cause of this 
unemployment is somewhat uncertain. 
In part it is due to mental and physical 
characteristics of the women them- 
selves and to this extent is beyond the 
scope of minimum wage or other legis- 
lation. It is equally true that the 
industries are in great measure to 
blame and this fact should be taken 
into consideration in determining mini- 
mum rates. Wages have also been 
found to vary greatly between estab- 
lishments operating under similar com- 
petitive conditions. 

The minimum rates in these occupa- 
tions all seem to have been needed. 
The commission could not be justly 
accused of issuing rates without the 
need for them having been well es- 
tablished. Action toward the estab- 


Tue ANNALS OF THE AMERICAN ACADEMY 


lishment of decrees has frequently bey 
postponed and in some cases defini 
stopped at the representation of th 
employers that rates were u ary 
The commission has always bem 
receptive of new information from th 
employers. It has never extended jj, 
jurisdiction arbitrarily. 

As to sins of omission, the question's 
more doubtful. Has the law bee 
as effective as it could have beep 
There are about 400,000 women an 
girl wage-earners in Massachusetts 
There can be no question of minimyy 
rates for about 150,000 of these, be 
cause they are in professional or domes. 
tic service, in executive or cleric 
positions, or are in thoroughly orgap- 
ized industries. 'These women have nm 
need for minimum rates. The mini- 
mum rates cover about three-tenths of 
the remainder. The important prob- 
lem is whether the other 175,000 ar 
receiving wages high enough to make 
minimum rates unnecessary. 

The three largest employers of women 
in Massachusetts are the cotton, boot 
and shoe, and woolen manufacturers, 
These industries employ about one. 
third of all women wage-earners in the 
state. The question is frequently 
asked why these important industries 
have escaped. In 1920 the Massa- 
chusetts Bureau of Statistics reports 
that only eight per cent of the women 
in the cotton industry were receiving 
weekly rates less than $15.00.% Eight 
een per cent of the women in the boot 
and shoe industry were receiving les 
than this rate. Eight per cent of the 
women engaged in manufacturing 
woolen goods were being paid at rates 
less than $15.00 a week. These figures 
show a wage situation considerably 
better than that which the commis 
sion believes warrants minimum rates. 

“Bureau of Statistics, Commonwealth o 


Massachusetts, Annual Report on the Statistics f 
Manufactures for 1920, pp. 82-123. 
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It must also be remembered that the 
wage boards have been reluctant to 
recommend rates high enough materi- 
ally to affect wages in any but the most 
lowly paid industries. The women in 
these large industries have been re- 
ceiving, for the most part, more than 
the amount which most wage boards 
would be willing to recommend.*® 

Nevertheless, while the boot and 
shoe and textile industries as a whole 
may not need minimum rates, certain 
divisions of them seem to. As in the 
millinery industry it might be well to 
divide these industries into smaller 
occupations and issue rates for the 
more poorly paid branches. One of 
these divisions is the cut stock and 
findings branch of the boot and shoe 
industry. (Although shoe manufac- 
turers may object that this is not a 
branch of their industry.) This oc- 
cupation employs over 3000 women. 
The general wage level can be seen by 
the fact that in 1920 thirty-nine per 
cent of the women were receiving rates 
less than $15.00 a week. It is to be 
hoped that the commission will decide 
to establish a wage board for these 
workers. The cotton small wares is 
another occupation which seems to 
need minimum rates. There are about 
1000 women in this branch of the cot- 
ton industry. Forty-one per cent of 
these women were being paid at rates 
less than $15.00 in 1920. Women 
engaged in the manufacture of felt 
goods also receive low wages. Fifty- 
eight per cent of the 800 or 900 women 
in this occupation were receiving rates 
less than $15.00 in 1920. Various 
persons interested in the further ex- 
tension of the law have recommended 
that branches of these large industries 
be brought under minimum rates. 
The department has seen fit, however, 
to leave these wages undisturbed. 
The comb and hairpin industry also 


% Infra, Chap. IV. 


seems to merit rates. This is a rela- 
tively small industry, employing only 
about 600 women, but it is no smaller 
than other industries for which decrees 
have been issued. In 1920, sixty-seven 
per cent of these women were being paid 
at rates less than $15.00. These figures 
are but indications of the actual wage 
situation. They seem to show, how- 
ever, that there is need for minimum 
rates in industries as yet untouched. 

As I said at the beginning of this 
chapter, the investigations conducted 
by the commission are valuable not 
only because of the wage information 
secured, but also because of informa- 
tion pertaining to age, living arrange- 
ments, and degree of independence of 
the workers. As very little of such 
information is available from other 
sources, these facts should be briefly 
presented. First as to age. Most of 
the “submerged” workers are young. 
In certain industries over half are less 
than 21 years of age. Less than one- 
third are over 30 years of age. It has 
also been found that wages had little 
connection with the age of the worker. 
There is some tendency for wages to 
increase up to about twenty-five years 
of age. This seems to be due to the 
greater experience of the worker rather 
than to her greater maturity. Even 
so, wages increased with the number of 
years of experience only up to the 
fifth or sixth year in the industry. 
Thereafter there was little relation in 
most industries either between wages 
and experience or between wages and 
age. The tasks are relatively simple, 
and there is little opportunity for the 
worker to increase her wage by greater 
efficiency or skill. 

As one would expect from the age of 
the workers, we find most of them liv- 
ing at home. The proportion varies 
from sixty-eight per cent in restaurants 
to ninety-six per cent in the building 
cleaning industry. Very nearly seven- 
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eighths of all workers whose records 
could be secured were living with rela- 
tives. The girl “adrift” is much in the 
minority. 

An important question in the fixing 
of minimum wages is the relation 
between wages and living arrange- 
ments. It has been found that those 
in a family economy receive a some- 
what lower wage than those living in- 


PERCENTAGE OF WoMEN IN VARIOUS INDUSTRIES IN 
Massacuvusetts Wuo Are ENTIRELY SELF-SUPPORTING 


family whether she is contributing 
the support of others, is receiving sup, 
port herself, or neither. The day 
secured by the commission seem ty 
show that the great majority of th 
women are self-supporting. In the 
seven industries in which the investiga. 
tion covered sufficient numbers of 
women to be of significance, the sityg. 
tion was as follows: 


No. of Women Percentage of 

Occupation Included in Women Who Are 

Records Self-Supporting 
Bread and Bakery Products....................-.+.+-- 192 73 


* Not given. 


dependently. This is to be expected, 
of course, because those living with 
their families are normally either 
younger or older than the average. 
Another interesting question on 
which the commission has attempted 
to collect information is that of de- 
pendency. In the more recent investi- 
gations estimates have been made of 
the extent to which these women are 
being supported by others, are entirely 
self-supporting or are contributing to 
the support of others. This informa- 
tion is not very satisfactory. In only 
a few industries have enough women 
been studied to permit generalizations. 
It is secured from the workers them- 
selves, and the questions of the com- 
mission are open to the personal inter- 
pretation of each woman. It would, 
in fact, be difficult for anyone to decide 
in the case of a girl living with her 


These figures seem to show that over 
two-thirds of the women were “en- 
tirely self-supporting.”” Those who 
were self-supporting earned consider- 
ably higher wages than the others. In 
the corset industry, for instance, in 
1919, forty-six per cent of the women 
who were dependent on their own 
earnings had average weekly earnings 
of $12.00 or more. Only twenty per 
cent of those not self-supporting were 
earning as much as this. This differ- 
ence was evident in other industries. 

Most of these women were support- 
ing not only themselves but relatives 
as well. The situation in regard to this 
point was as shown in following table.” 

*% The commission also has said of restaurant 
workers, “Over one-third reported that they 
were wholly or partially responsible for the sup- 
port of others.” Minimum Wage Commission, 
Wages of Women in Hotels and Restaurants in 
Massachusetts, 1918, Bull. No. 17, p. 30. 
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PERCENTAGE OF WoMEN IN VARIOUS INDUSTRIES IN 
Massacuusetts Are “ContTRIBUTING TO THE 
Support” or OTHERS 


Percen of 
No. of Women Women Contsib- 
Included in uhine 06 the 
Records 
Support of Others 
Dalery Products... 203 75 


Those who were “contributing to the 
support of others”’ were earning more 
than their sisters who were not. 
Forty-one per cent of the former were 


earning $12.00 a week or more. Only 
thirty-two per cent of those who had no 
burden but their own livelihood earned 
as much as $12.00. 


CHAPTER III 


DETERMINATION OF Mintuum Rates: Wace Boarps 


The determination of the rates of 
wages under a minimum wage law is 
second in the interest it holds only to 
the results of the law. The law says, 
in effect, that there is a sum below 
which the wages of women and girls 
should not go. This sum must be 
arbitrarily fixed with only secondary 
consideration of the usual determinants 
of market wages. This is no small 
task. It is the purpose of this and the 
succeeding chapter to discuss the pro- 
cedure and policies followed in Massa- 
chusetts in solving this problem and 
the success which has been attained. 

The actual determination of the 
minimum rates is performed by indi- 
vidual wage boards for each industry. 
During the first thirteen years of the 
law, twenty-eight of these boards have 
been established. The paper box and 
brush industries have had three boards 
each. The corset, candy and women’s 


clothing industries have had two boards 
each. The following industries have 
had one each: retail stores, laundrying, 
men’s clothing and raincoats, muslin 
underwear, men’s furnishings, office 
and other building cleaning, knit goods, 
druggists’ preparations, bakery prod- 
ucts and jewelry. The millinery in- 
dustry formerly had two boards, one 
for the wholesale and one for the retail 
branch. One board now functions for 
the entire industry. The same is true 
for the canning and preserving and the 
minor lines of confectionery industries. 
One board now functions for both 
these occupations. Several of these 
boards have been convened a second 
time and a few have met a third time 
to revise rates which they had earlier 
recommended. 

The usual procedure of the commis- 
sion, if its investigation of an industry 
shows a need for minimum rates, is to 
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hold a hearing in order to give em- 
ployers the opportunity to present 
evidence to show that further steps 
toward the formation of a wage board 
are not justified. These hearings are 
not required by law, but are held 
to secure the co-operation of the 
employers. 

Wage boards must consist of an 
equal number of employer and em- 
ploye representatives and of one or 
more representatives of the public, the 
number not to exceed one-half the 
number of representatives of either of 
the other parties. Wage board mem- 
bers (except the public members) are 
appointed by the commission from 
nominees chosen by employers and 
employes respectively. To prevent a 
controlling faction of either party from 
packing its side of the board, the com- 
mission can call for twice as many 
nominees as there are to be representa- 
tives on the board. Ifa sufficient num- 
ber of nominations are not made, the 
commission appoints not less than half 
of the persons so nominated and may 
appoint the remaining members of the 
board directly without consulting either 


y: 

One of the most serious problems in 
administering the law has been en- 
countered in securing satisfactory wage 
board members. It has been particu- 
larly difficult to find well-qualified 
representatives of the employes. Most 
employes have too little interest in the 
law as well as understanding of it to 
make wise nominations. They are 
also very reluctant to serve on wage 
boards. In certain instances this re- 
luctance has amounted to actual fear 
and has made the formation of vigor- 
ous boards almost impossible. The 
law does, of course, attempt to protect 
the worker against discharge or dis- 
crimination because of participation in 
wage board work. These provisions 
of the law have never been invoked, 
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however, as such discrimination jy gyt t 
almost impossible of proof. While thy They 
fear of discharge is probably unfounded | 

in the majority of instances, there haye gt be 
been cases of apparent discriminatiog, | expr 
Two employe members of the firt  ggnn 
brush board were “‘laid off” immedi.  gsts: 
ately after their appointment.” Th 
commission investigated but could 
secure reasonable evidence of guilt | men 
There have also been more recent cases engs 
in the minor lines of confectionery the 
and druggists’ preparations industries 
Here also the commission decided not _ tion 
to press the matter. The president of gion 
the Telephone Operator’s Department poir 
of the International Brotherhood of | rep! 
Electrical Workers, who was also 4 
member of the retail store board, wrote fun 
me: 

Discriminations have been fairly preva. | 
lent against workers’ representatives from 
the industries where no protective organi- 
zation existed, and the commission does not 
appear to be able to protect workers in 
such instances. 


It is, of course, very easy for an em- | 
ployer to find other causes for dis-— 
charging an employe when the real me 
cause is wage board work. col 

The difficulty is not only one of | 
securing the requisite number of per- ' tio 
sons who are willing to serve on the — 
boards. It is partly one of selecting 
members who will take an active partin | 
the deliberations after they have been 
selected. It must be remembered 
that this class of women is largely un- | 
organized. These employes are with- 


27 The commission has remarked of this inc- 
dent, “ The workers were likewise willing to serve, 
but some of them labored under a serious handi- 
cap in their apprehension that their activities 
upon the board might affect the tenure of their 
positions. The commission is glad to say that in 
the main this apprehension has proved without — 
foundation. .. . That there should have been 
one apparent exception is not surprising, though 
regrettable.” ... (Minimum Wage Commis | 
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sion, First Annual Report, 1913, p. 12.) 
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tion js out the backing of labor organizations. 
tile the They have had no training in collective 
unded bargaining. Many become nonentities 
ehave gt board meetings because they fear to 
nation, | themselves. Such members 
€ first ggnnot effectively represent the inter- 
umedi- ests of their constituents. 
ld not jgture has never required that the 
guilt, | members of boards should be persons 
cases in the industry in which 
onery the board is functioning. In fact the 
stries, gw says nothing about the qualifica- 
d not tions of representatives. The commis- 
entof sion formerly made a practice of ap- 
pointing at least a part of the employe 
od of | representatives from occupations other 
lso.a than the one in which the board was to 
wrote function if appropriate nominations 
were secured. At least one trade- 
rev. | union Official was usually appointed. 
from | The present commission looks with 
gani- | disfavor on this practice and has dis- 
snot | continued it. Both employer and em- 
rs in ploye representatives are now invaria- 
bly members of the industry in which 
_ the board is functioning. 
Difficulty in securing well-qualified 
real members of wage boards has not been 
confined to representatives of the em- 
> of _ ployes, however. While the constitu- 
per- | tionality of the law was still in doubt, 
the there were several attempts on the part 
ting of employers to block wage board pro- 
tin ceedings by refusing to participate. 
een Thefunctioning of the candy board, the 
red laundry board, and the paper box 
un- board was entirely stopped for a time 
ith- and the functioning of the men’s 
furnishings board was considerably re- 
and tarded by obstructionist tactics on the 
2 _ part of the employer representatives. 
tis In recent years the employers have 
heir | shown an increasing willingness to co- 
te | operate in wage board work. ‘This is 
= _ due both to a lack of opportunity to 
block proceedings and to a greater ap- 
ais» | preciation of their duty to obey the law 
while it remains on the statute books. 


Because of this reluctance, the legis- . 
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The public members of the wage 
boards are appointed directly by the 
commission. Their number has been 
one or three depending on the size of 
the board. The chairman of the board 
is chosen from their number. 

It is dangerous, of course, to general- 
ize about such a matter as the com- 
petency of the members of these wage 
boards. It is my impression that the 
Massachusetts boards have not been 
blessed by members of outstanding 
abilities. The chairmen are excep- 
tions. They have performed their 
duties unusually well. The employes 
in particular, however, seem prone to 
nominate representatives of only in- 
different caliber. 

The commission has always tried to 
make the boards large enough to give 
adequate representation to all interests. 
Of the twenty-eight boards coming 
properly within the scope of this study, 
the majority have been composed of 
fifteen members each. Eleven have 
been composed of less than this num- 
ber. The laundry board was com- 
posed of thirteen members. The re- 
cent millinery board consisted of nine 
members. The two former millinery 
boards, the original canning and pre- 
serving board, the second corset board, 
the knit goods board, the third brush 
board, the druggists’ preparations 
board, the stationery board and the 
bakery board were composed of seven 
members. The others have been of 
fifteen or more members. During the 
first year of the law, the commission 
was compelled to appoint boards of 
thirteen or more.” The feeling is now 
growing that a board of this size is not 
necessary. The only advantage in a 
large board is the representation of 
all interests. Adequate representation 


28 The law required at least six representatives 
of employers, the same number of representatives 
of the employes and one or more public repre- 
sentatives. 
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can be secured, however, on a small 
board. Neither the interests of the 
employers nor those of the employes 
are usually so divergent that more than 
three representatives are necessary. 
The authority of the commission 
over a board does not extend so far as 
to change the findings of the board. 
It is the wage board, not the commis- 
sion, which determines the cost of liv- 
ing for a woman worker and what the 
minimum rates should be. The com- 
mission’s power is limited to accepting 
or rejecting the recommendations of the 
board. It cannot modify them. Part 
of the determinations may be approved 
and the rest rejected, or the subject 
may be recommitted to the old board 
either in whole or in part or com- 
mitted to a new board. ‘This authority 
would seem to give the commission al- 
most complete control over the rates. 
If all unacceptable rates can be re- 
jected, it would seem that the com- 
mission ought to have little trouble in 
securing the rate it wishes. In fact 
two boards which recently refused to 
modify their recommendations have 
been discharged. These were in the 
brush industry and the men’s clothing 
industry. The brush board which met 
in 1922 to revise the old rates, reported 
a normal rate of $14.40. After a public 
hearing, the commission referred the 
recommendations back to the board on 
the grounds that they were out of 
harmony with existing rates. The 
board voted to return its original find- 
ings, whereupon it was disbanded and a 
new board established. The new board 
recommended a rate of $13.92 which 
the commission has accepted. The 
case of the men’s clothing board was 
similar. In the latter industry, how- 
ever, after rejecting the rate of $14.75 
recommended by the board in Feb- 
ruary, 1922, the commission decided to 
retain the old rate and did not form a 
second board at that time. On the 


-an hour rate recommended by the 


whole, however while the commission 
undoubtedly has the power to enable jt 
to secure the rate which it wishes, then | 
has been little observable ten 

toward arbitrary dictation. In th 
first decree issued, for instance, the 
commission said of the 15.5 cents 


board : 29 


The commission is of opinion tha 
eighteen cents per hour is . . . a sum not 
more than adequate to supply the neces. 
sary cost of living and maintain the worke 
in health. . . . The evidence presented tp 
the wage board and to the commission that 
the industry is not able to pay higher wages 
and continue to exist in reasonable | 
prosperity is inconclusive and unsatisfy. 


In spite of such dissatisfaction the 
determinations of the board wer 
approved and issued as a decree. Itis 
certain that other recommendations | 
of the wage boards have been equally 
disappointing to the commission. 

Mention should be made of an out- 
standing characteristic of these boards, 
recognition of which is of the utmost 
importance in understanding some of 
their recommendations. This is the 
fact that whatever the framers of the 
law may have intended the boards as 
actually set up are not impartial judges 
to determine what the scientific minima 
should be, but are essentially wage bar- 


gaining conferences between employers 
and employes. Each group tries to 
get all it can. The economic strength 
of each side is reflected in the determi- 
nations. Bluff, knowledge of human 
nature, and other elements of skill in 
bargaining are not absent, even though 
these boards are governmental orgati- 
zations appointed by a state commis 
sion. The similarity between these 


2® Minimum Wage Commission, Statement and 
Decree Concerning the Wages of Women in the 
Brush Industry in Massachusetts, Bull. No. 3, 
p. 12. 
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and an agreement reached on each 


board conferences and collective 


nines 
ables ining is striking.*° particular. Much valuable time was 
. ther | This fact is evident when one follows consumed in higgling over a few cents iH 
ideney the procedure of almost any of the on most items. A heated discussion i 
n the| boards. The meetings of the brush occurred as to whether the Saturday ‘ 
e, the board, for instance, were very informal. Evening Post was an extravagance. 
cents There was much give and take across Further debate arose over the need for 
y the| thetable.** The wage situation inthe a newspaper. Finally, the content of 
industry as revealed by the commis- a budget was accepted and the cost of 
thay | sion’s investigation was considered the various items totaled. Although 
im not | first. All members agreed that condi- accepting the budget in its particulars, 
neces. | tions were deplorable, although some of the employers refused to accept the 
worker | theemployers were inclined to question sum total. They now agreed that the 
ited to | the validity of the commission’s rec- industry could not pay a living wage. 
m that | ords regardless of the fact that these The chairman of this board had very 
wages | records were obtained from the em-_ idealistic ideas of the function of 
onable | ployers’ own payrolls. It is a rare minimum rates. He was much op- 
atisly. employer who is willing to admit that posed to cutting the rate below what 
the wages in his factory are lower than _ had been accepted as necessary to meet 
n the | the wages in the factories of his com- the cost of living. Nevertheless, the 
were | petitors or in other industries—even employers refused to pay more than 
Itis | though he is claiming at the same time 15.5 cents per hour regardless of the 
tions | that a proposed new rate willdrive him cost of living. One, perhaps the most 
ually | out of business. This concern over influential of them all, refused to agree 
low wages augured well for a liberal even to this sum. Thus the board 
out- | rate. divided solidly into two parties, the 
ards,| The board next attacked the cost of _ public and labor representatives joined 
most | living. Each member attempted to in asking for a living wage which was 
1e of | estimate this cost for an unattached only about 18 cents an hour, while the 
the} woman. Wide differences existed be- employers insisted on “preserving the 
f the | tween the budgets of the employers and industry” by giving only 15.5 cents. 
is as| of the employes, of course. The cost The employers seem to have won the 
dges | of living was then discussed in detail, contest as the latter rate was recom- 
ima |» js interesting to note that Professor ™ended. The board did recommend 
bar- | Hammond comes to the same conclusion in re- in addition, however, that the rate be 
vers | gard to the wage boards in Victoria and Tas- raised by the end of the year, although 
5 to | mania. He calls them “true examples of collec- this was not done. 
agth It is obvious that the results of such 
rmi- | Economics, Vol. XXIX, p. 360. deliberations must be in large measure 
man | Unfortunately for the investigator, the ses- compromises. It is inevitable that this 
in in No out- should be so. Otherwise no agreement 
wi e exception or 
ani- | reports of the boards give one a good idea of  _/he last step in determining the 
mis- | their procedure, however. mininum rates is the public hearing 
yese | "Some of the boards are arranged more held by the commission over the recom- 
| the | employes sat facing each other peer ne table, quired by law, it has become largely a 
,. §, | While the public members sat at a raised table at formality. In only a few instances has 
right angles to the other. there been any protest made at these 


Ly 
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hearings. At only four hearings prior It will be helpful to have some ida 
to 1920 were there strong objections of the actual rates determined by th 
made to the proposed rates. These Massachusetts wage boards. The fy. 
protests postponed the issuance of the owing tabular summary presents this 


decrees, but seldom changed them. jnformation in brief form: Th 
Since 1920 the employers have been only 

making somewhat more use of this ‘< 
opportunity to air their objections. re re Wage 


They have had little success, however, wages of women in the various industries it ny 
in securing modifications of the pro- Massachusetts.) Details of the decrees pot | san 
posed rates. force may be found in Appendix IT. a 
Wace Decrees Massacuusetts Up ro January 1, 1927 work 
—= | direc 
— Date Standard stan 
Effective Rate | un 
— | min 
Aug. 15, 1914 15}¢ per hr. | outli 
Women’s Clothing Mfg. (1)... Feb. 1, 1917 875“ 
Men’s Clothing and Raincoat Mfg. (1)................... Jan. 1, 1918 9.00 “ * | sti 
Feb. 1, 1918 9.00 “ finan 
Muslin Underwear Mfg. (1)... ......... Aug. 1, 1918 900 “ * 
Retail Millinery Shops Aug. 1, 1918 10.00 « « 
Wholesale Millinery Shops (1)... ..... Jan. 1, 1919 |8 
1 ¢ per hr. for ende 
. Office and other building cleaning (1)..................... Apr. 1, 1919 | <night work, ag | whet 
for day work | for 
Canning and Preserving (1)... Sept. 1, 1919 $11.00 per week | in tl 
Jan. 1, 1920 12.50 “ “ | oe 
Men's Clothing and Raincoat Mfg. (2). ................... Feb. 1, 1920 15.00 “ “ quits 
July 1, 1920 1550 “ * the 
Office and Other Building Cleaning (2)................... Feb. 1, 1921 
| Minor Lines of Confectionery and Food Preparations (1) . .. . . Nov. 1, 1921 | $12.00 per week | {Oz 
once ane ce May 15, 1922 14.00 “ “ | the 
Men’s Furnishings Mfg. (2)............... June 1, 1922 18.76 
Brush Making (2) .. 13.92 “ “ | rate 
Druggists’ Preparations Jan. 2, 1924 13.20 “ “ | 
.| Canning and Preserving and Minor Lines of Confection (2)..| Apr. 1, 1925 13.00 ° hl oe 
Bread and Bakery Products (1). May 1, 1925 1300“ 
Jan. 1, 1996 13.75 “ “ off 
i Mar. 1, 1926 13.00 “ | wh 


particuler industry concerned 


Wi 
— 


me ide 
by the 
The fo). | DETERMINATION OF Rates: 
nts this 


The law in Massachusetts lays down 
only very general directions for de- 
ining the minimum rates. It 
Commi ays that a wage board shall be estab- 
ning th jished if “the wages paid to a sub- 
stantial number of female employers 
*nowin re inadequate to supply the necessary 
cst of living and to maintain the 
7 worker in health,” but it does not 
=== | direct the wage boards to adopt this 
ad = standard in arriving at proper mini- 
. | mum rates. The basis for the deter- 
——— | mination of the rates is given rather in 
er hr. | oytlining the duties of the wage boards. 
er week | The law states: * 


_ Each wage board shall take into consid- 
eration the needs of the employees, the 
financial condition of the occupation and 
' the probable effect thereon of any increase 
in the minimum wages paid, and shall 
endeavor to determine the minimum wage, 
whether by time rate or piece rate, suitable 
for a female employee of ordinary ability 
in the occupation in question, or for any 
| or all of the branches thereof, and also 
suitable minimum wages for learners and 
apprentices and for minors under eighteen. 


Thus we have a double standard— 
the “needs” of the employes and the 
“financial condition of the occupa- 
tion.” Let us discuss the procedure of 

| the boards in estimating the first of 
_ these—the “needs” of the employes. 
The first problem confronting the 
wage boards in estimating the needs 
of the workers is to decide whether the 
rates shall be high enough to meet the 
cost of living of a girl “adrift” or 
merely enough to meet the cost of one 
living with her family. This problem 
of the living arrangements of the girl 
whose cost of living is to be made the 


* Acts and Resolves passed by the General Court 
— in the Year 1912, Chap. 706, 
3. 


| 


| 
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CHAPTER IV 


METHODS AND STANDARDS 


basis of the rates is one of the most 
perplexing questions confronting the 
boards. How great are the economies 
of group-living? Does a girl actually 
need less income if she is living with her 
family? If so, should her costs be 
made the basis for the rates or should 
the greater costs of those living alone 
be used? If the costs of those girls 
living in a group economy are adopted, 
those living alone will not be provided 
for. If individual-maintenance cost is 
adopted, the industry may be com- 
pelled to pay many workers more than 
a living wage. 

The Massachusetts wage boards have 
generally settled the problem by con- 
sidering the standard worker to be one 
living alone. The nominal standard 
for the determination of rates has been 
based on the cost of living incurred by a 
girl living outside of a group. In fact, 
the public members of the various 
boards recently recommended to the 
commission that no consideration be 
given the fact that some girls live at 
home.“ In no single instance has a 
board recommended a minimum rate 
based specifically on the cost of living 
incurred by a girl living with her 
family. One wonders at the reasons 
for this practice when he remembers 
that the great majority of women are 
living as members of a group. Seven- 
eighths of the workers whose living 
arrangements have been studied by the 
commission are living with their fami- 
lies.» Because of this fact strenuous 


* The recommendation made at this meeting 
was as follows: “Regarding a fair basis for the 
cost of living budget—(1) That the fact that a girl 
lives at home is not to be considered in fixing a 
minimum rate.” These recommendations have 
not been published, but are on file at the office of 
the commission. 

% Supra, p. 17. 
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objection has been made to the practice 
of the boards in basing the budgets on 
individual-maintenance costs.** 

The boards have felt, however, that 
group-maintenance cost would be an 
“extremely unreliable” *’ and difficult 
amount to calculate. The different 
items entering into the total costs of the 
group would have to be distributed on 
some “fair accounting basis” among the 
various members. But where could an 
acceptable “fair accounting basis” be 
secured? How many members are 
there in atypical group? What are the 
living arrangements of the group? 
What are the functions of the various 
members? It may be a family with 
one or more members doing the house- 
work and the rest working outside, or it 
may be a group of girls sharing an 
apartment in a dormitory or working 
girls’ hotel. There are very few data 
on these questions. It would be hope- 
less to expect an inexperienced board 
composed mainly of manufacturers or 
merchants and working women to make 
satisfactory estimates. 

Furthermore, a standard based on 
the costs of group living would involve 
the further problem of whether the 


* Mr. Lunt, counsel for the employers, stated 


‘to a recent legislative commission investigating 


the law, “I am contending this is not a correct 
principle to say that we will estimate the cost of 
living . . . on . . . those items which [concern] 
an independent worker . . . and apply that to 
the eighty-six per cent whose expenses are not so 
great.” (Special Commission on. . . the 
Minimum Wage, Testimony taken at the 
seventh hearing. Unpublished manuscript.) 

It may also be remembered that one of Justice 
Sutherland's objections to the law in the District 
of Columbia was that “‘The co-operative econ- 
omies of the family group are not taken into ac- 
count though they constitute an important con- 
sideration in estimating the cost of living, for it is 
obvious that the individual expense will be less in 
the case of a member of a family than in the case 
of one living alone.” Adkins v. Children’s 
Hospital, 261 U. S. 525, 555-556. 

* Minimum Wage Commission, Fourth Annual 


Report, 1916, p. 20. 


rates should provide for of th 
or merely for self-maintenance. Do, to st 
the law contemplate that the minimy| nize 
rates should take into consideration th bein 


fact that the women may be receiy; 


or giving aid? The law states that th dem 
minimum rates shall be sufficient ty) ;he 


care for the needs of the women. ff, 


woman has children or other relatiyg| « 


relying wholly or in part upon her fy 
their maintenance, should not th 
minimum wage, therefore, be hig 
enough to provide a living income fy 
her dependents as well as for herself 
Likewise, if the women are 
partially supported by their parents| 
or husbands, is it not in harmony with! 
the terms of the law to reduce th 
minimum rate in view of these cop. 
tributions which they are receiving? 
The importance of this problem js 
evident from the results of the investi. 
gations conducted by the commission, 
Although these investigations are very 
limited, they tend to show that over 
one-half—nearly two-thirds in some 
industries—are contributing to the | 
support of others.** If this is true, 
there can be little question that most 


women need a wage higher than thay ; 


necessary merely for self-maintenance. 
On the other hand, about one-third o 
the women do not rely on their own 
wages for even their own support. 
The number of women who are neither 
giving nor receiving aid is thus seen to 
be relatively small. Those women who | 
give aid out-number those who receive 
it in the ratio of about two to one. 
To provide strictly for the needs of the 
workers, therefore, it would seem 
necessary for the wage boards to make 
some allowance for the fact that few 
women are concerned merely with 
their own support. 

The wage boards have, however, 
consistently refused to make ay 
specific provision for the greater need 

38 Supra, pp. 18-19. 
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those women who have dependents 


>» Dow! to support as they have failed to recog- 
1inimyy! nize the lesser need of those who are 
tion th being supported. The boards have 


Ving! felt that “‘justice” to the employer 


ecel 
that the) demands that he shall be released from 
cient ty! the burden of supporting whatever 


n. If 


i] dependents the women may have. 


lative, “Justice” to the women demands that 
her fer, the employer shall not, be permitted to 
10t the) pay lower wages because of any support 
© high the women may be receiving. The 
ome for) statement of the first women’s clothing 
herself?) joard is illustrative : 
being Moreover, it was as unfair to ask the 
parents employer to pay the cost of dependents at 
1Y With! jome as to allow him to profit by parental 
ce the support, and so it was felt that no distinc- 
3€ COn- tion should be made between the girl living 
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with strangers and the girl living at home. 


The policy-of the administration has 
been expressed by the Acting-Director 
of the Division of Minimum Wage as 
follows: *° 


The presumption is that an adult woman 
of ordinary ability whether she lives in a 


te family group or not should be self-support- 


ing and should be able to make her proper 
contribution to the family support, if she 
lives in the family group. Or she should be 
able to support herself entirely if she lives 
outside the family group. 


By basing the rates on individual- 
maintenance costs, the boards obviate 
the necessity of making special pro- 
_ vision for support either received or 
‘given. A girl living alone ordinarily is 
supporting herself and only herself. 
Furthermore, to the extent that the 
women are using their wages to support 
dependents, the financial advantages of 
group living are reduced. The cost of 


*® Minimum Wage Commission, Statement and 
Decree Concerning the Wages of Women in 
Women’s Clothing Factories in Massachusetts, 
Decree No. 4, p. 3. 


“Special Commission on . . . the Minimum 


Wage. Testimony taken at the first hearing. 
Unpublished manuscript. 
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living of the independent women may 
be indicative of the actual needs of 
those living with their families. By 
basing the rates specifically on in- 
dividual-maintenance costs, the boards 
have met the needs of those women 
who have the heaviest burden to bear 
for themselves alone. It is possible 
that the rates may have been in har- 
mony with the needs of a larger number 
of women than if any other basis had 
been used. 

It is also true that some boards have 
taken the position that the economies 
of group living are not important. It 
has been felt that the costs of the 
eighty-seven per cent of the women 
who live in a family group estimated 
on an actuarial basis are not necessarily 
less than individual-maintenance costs 
which have been taken as the standard. 
The first brush board, for instance, con- 
cluded that the difference between the 
costs to one living with a family and 
one living independently is “ 
less than is generally supposed. The per- 
sonal items are the same in each case. . . « 

Where girls room together there may be 
some saving in room rent. In no other 
item is there any substantial saving, and 
there is often an increase of fatigue which 
overbalances any possible money economy. 


It should not be assumed, however, 
that the possible economies of group 
living have had actually no effect on 
the rates recommended. It may be 
remembered that it was stated at the 
beginning of this discussion that the 
nominal standard was the costs of a 
girl living alone. As a matter of fact, 
rates based on unequivocal individual- 
maintenance costs have seldom been 
recommended. Whatever the  sup- 
posed basis, the boards proceed largely 
by rule of thumb methods. The fact 


41 Minimum Wage Commission, Statement and 
Decree Concerning the Wages of Women in the 
Brush Industry in Massachusetts, 1914, Bull. No. 
3, pp. 20-21. 
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that most girls do live in groups has 
had some influence on the recommen- 
dations of the boards, even though the 
boards have usually rejected this 
standard. There are many oppor- 
tunities in drawing up the budgets for 
the employers to secure the lower of 
two proposed amounts on the grounds 
that the budget is higher than the 
needs of eighty-seven per cent of 
the women. Furthermore, information 
laid before the wage boards pertaining 
to actual costs and prices is based 
largely on conditions in semi-co-opera- 
tive establishments such as the Frank- 
lin Square House. Practically all wage 


In some cases the cost of living hays 
been recognized to be more than th| of a 


board members with whom J “i indu 
talked state that their estimates hay task 
taken into consideration the fact thy dete 
they were basing the budget on cog 
which presumably were higher thy 
what most women incur. 

Having chosen the type of individyy 
whose cost of living is to be the stand 
ard, there remains the problem g 
determining the various items cop. 
prising the cost of living to this woma, 
This means the construction of a byd. 
get. Not all of the boards have ¢qp. 
structed itemized budgets, howeye, 


Tue Cost or Livine as Estrmatep By Wace Boarps tn Massacuvuserts 

Industry Time Amount 
8.98 
Men’s Furnishings......................................-| Summer, 1917 10.45 
Canning and Preserving..................................-| Spring, 1919 11.00 
Spring, 1919 12.50 
Men’s Clothing. . . Fall, 1919 15 .00* 
Women’s Clothing. . . January, 1920 15.25 
Paper Box.......... Spring, 1920 15.50 
Minor Lines of Confectionery..............................| Spring, 1921 13.50 
Women’s Clothing. . nd es outs 14.00 
Muslin Underwear. . Spring, 1922 13.75 
Druggists’ Preparations...................................] Summer, 1923 13.20 
Canning, Preserving, and Minor lines of Confectionery.........| Fall, 1924 13.50 
Stationery Goods Summer, 1925 13.75 
Candy..... Fall, 1925 13.00 


SEBPEEEBES 


* Estimated by applying the increase in the cost of living to an earlier budget. 
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industry could pay anyway, and the 
task of the wage board has been to 
determine the latter amount rather 
than to draw up an elaborate budget. 
In the case of several reconvened 
boards new itemized budgets have 
not been constructed. The old one 
has been accepted as accurate at the 
time it was drawn up, and it has been 
increased in proportion to the increase 
in the cost of living. This, of course, 
intensifies any inadequacy in the old 


What success have the boards at- 
tained in calculating the cost of living 
ofan independent woman? The table 
on page 28 sets forth the estimates that 
have been made.* 

It is difficult to estimate the worth of 
these budgets. This is especially true 
in respect to content. No dogmatic 
statement can be made with accuracy 
as to what the budget for a working- 
woman should contain. Most of the 
Massachusetts budgets have provided 
for the following: board, lodging, 
clothing, laundry, carfare, health (doc- 
tor, dentist, etc.), church, savings, 
vacation and recreation, and news- 
papers and magazines. The public 
members of the wage boards at their 
recent conference recommended that 
additional allowances should be made 
for emergencies and _ incidentals.” 
Whether it is true or not that all these 
should be included, it is true that 
many of the budgets as drawn up by 
the Massachusetts wage boards have 
omitted several important items. The 
first three, for instance (the brush, 
candy and laundry boards), made 
no provision for savings, incidentals, 
organization dues, insurance, “self- 


“Taken from the various Statements and De- 
= issued by the commission. See Appendix 


“These recommendations are on file at the 
offices of the commission. They have not been 
published. 


improvement,” or benefit associations. 
The budget drawn up by the muslin 
underwear board made no provision 
for newspapers, magazines or other 
forms of self-improvement, vacation or 
recreation, savings or insurance, al- 
though a large item for incidentals 
would have counteracted these omis- 
sions somewhat. The item for insur- 
ance has been omitted from most 
budgets. 

It may not be worth while to criticise 
these budgets because of the omission 
of particular items. After all, it is the 
total that is of primary importance, not 
the separate items. The omission of 
one may be counteracted by the inclu- 
sion of a too large amount for another. 
Confining our attention to the totals, 
what can be said of the accuracy with 
which the cost of living has been 
reckoned? 

In comparing these budgets with one 
another, our attention is immediately 
struck by the different amounts es- 
timated by the various boards. The 
budget drawn up by the muslin under- 
wear board n January, 1918, amounted 
to only $9.65, although about six 
months earlier, when the cost of living 
was undeniably less, the men’s furnish- 
ings board had constructed a budget of 
$10.45. The canning and preserving 
board agreed that $11.00 accurately 
measured the cost of living in the spring 
of 1919, although in the fall of 1918 it 
had been estimated by another board 
as $12.50. The candy board, also re- 
porting in the spring of 1919, arrived 
at a budget of $12.50. The budgets 
reported by the corset board and the 
knit goods board, both in the fall of 
1919, amounted respectively to $13.00 
and $15.30, a difference of $2.30. The 
minor lines of confectionary board 
agreed on a budget less by $2.00 than 
the budget of the paper box board, 
although they were constructed at the 
same time. 
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It is true, of course, that the cost of 
living for women does vary between 
different industries. A sales-girl re- 
quires a different budget than that of a 
laundry worker or a building cleaner. 
Nevertheless, it does not seem that the 
difference in the necessary costs borne 
by girls in similar industries (in canning 
and preserving factories and candy 
factories, for instance) is sufficient to 
warrant the differences in these budg- 
ets. As one paper box manufacturer 
complained:“ “If the minimum wage 
is based on the cost of living, I would 
ask why it costs so much to live in my 
factory and so much less to live in a 
factory across the street.” 

It is evident, therefore, that the 


boards have not been in agreement in . 


constructing budgets. One cannot, 
however, point out definitely the faulty 
ones and estimate the extent of their 
inaccuracy. They concern a_ very 
limited class of people—limited as to 
place, time and needs. The obstacles 
which have hindered the boards in 
attaining scientific accuracy also hinder 
us in judging their conclusions. 

Let us consider in more detail the 
item of food and lodging, the most im- 
portant in the budget. The procedure 
of the boards here is indicative of their 
procedure in computing the cost of 
other items. Three boards agreed in 
allotting $8.50 to this item in the fall and 
winter of 1921. The most important 
evidence that caused the boards to 
arrive at this sum consisted of informa- 
tion submitted by the minimum wage 
commission. Among such material 
was information concerning room 
rents and meal prices in leading cities in 
the state, statistics of price changes, 


Wage, testimony given at the second hearing. 
Unpublished manuscript. 

“ These were the boards for the minor lines of 
confectionery, women’s clothing, and muslin 
underwear industries. 


and the conclusions of other boany  typi¢ 
esti 


Board members usually consult jy, 


dividual employes and conduct privgy| jn th 
investigations on their own initiative , atten 
but such sources of information gp) fort i 
unreliable and are usually of |itt,| sister 

Th 


importance. 
It was found that in boarding ay 


the 
lodging houses conducted by thy) the! 


Young Women’s Christian Association, 
the smallest amount for which om 
could get room and meals was $7.50, 
This sum rented a share in a smal 
double room and paid for meals at the 
cafeteria. Only a few girls could 


accommodated at this price. The) hav 
majority would have to pay $9, for 
or $10.00. At the Franklin Square | irres 


House, a Boston working-girls’ hotel 
accommodating about 700, the lowest | 
amount for which one could get room 
and board was also $7.50. The aver. 
age was at least $9.00. The situation 
in similar establishments in other cities 
was about the same. 

Comparatively few girls can live in 
such places, however. The great 
majority obtain accommodations in 
private homes and restaurants. From 
various room registries it was learned 
that the cheapest room rent was not 
less than $3.00. This was for a share 
in a small double room, in many cases 
with no heat. To obtain any degree of 
comfort would require $1.00 more. 
The cheapest restaurants would supply | 
meals at $7.00 a week. This is only 33 | 
cents a meal—not much for a working 
girl. For a girl renting a room ina 
private house or tenement and eating 
in restaurants, therefore, the irreduci- 
ble minimum was not less than $10.00. 
Board as well as room in private homes 
was slightly less. The $8.50 allotted to 
the items of board and lodging was less 
than what most girls living alone would 
have to pay. Even remembering that 
most girls do not live alone, it is evident 
that these wage boards, and they are 
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typical of all, give very inadequate 


estimates. Estimates of other items 


t privaj! inthe budget are equally meager. No 
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attempt to provide a standard of com- 
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The budgets in Massachusetts and 
the rates that have been determined on 
the basis of these budgets have made 
no provision for seasonal unemploy- 
ment.“ The budgets have provided 
only enough for the worker who has 
had constant employment and has 
received the amount named regularly 


and without fail. Vacations, of course, 


- The have been considered. Employment 
$9.0 for this type of worker is extremely 


hotel 
lowest 
TOom 


imegular. The actual earnings of the 
women must frequently fall far below 
the amount contemplated by the wage 
board. This is indicated by the great 
difference that exists between scheduled 
rates and actual earnings as shown by 
the results of the commission’s investi- 
gations.” Consider for example the 
situation in retail stores. The investi- 
gation of the commission showed that 
prior to the decree fifty-two per cent of 
the women were scheduled to receive 
rates of $8.00 or more, but only thirty- 
four per cent actually earned this sum 
as an average wage for the weeks they 
worked.** This industry is by no 
means extreme. The clothing indus- 
tries, the candy or millinery industries 
show the effects of unemployment to 


*The number of hours worked per week have 
been considered of course. Most decrees have 
stated, ““These rates are for full time work, by 
which is meant the full number of hours per 
week required by employers and permitted by 
the laws of the Commonwealth.” The decree 
for the office cleaning industry shows a more 
liberal viewpoint. It fixed an hourly rate on the 
express understanding that the majority of the 
women were ordinarily employed only 36 hours 
per week. 

© Supra, chap. II. 

“Minimum Wage Commission, Wages of 
Women in Retail Stores in Massachusetts, 1915, 
Bull. No. 6, pp. 38-39. 
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be even more pronounced. An official 
minimum rate does not mean that the 
women will always earn that rate as 
an average weekly wage. 

It is true that the wage boards have 
considered theproblem. It is probably 
even true that seasonal unemployment 
has had some effect on the rates recom- 
mended. The women’s clothing board 
observed, for instance, in its first 
report,‘ 

The budget which had been accepted 
contemplated employment for fifty-two 
weeks in each year. It made no provision 
for unemployment—so great in this indus- 
try because of seasonal irregularity . . . 
Since the board decided to fix the minimum 
rate at not more than $8.75—less than the 
accepted budget—it became unnecessary 
to consider the very substantial increase 
that must be made if the expenses of un- 
employment were added to the budget. It 
was this consideration of unemployment, 
however, which blocked any further revi- 
sion downward and eventually won the day 
for the rate recommended to the Commis- 
sion. 

It is also true that in a few cases the 
item of savings could be used to tide 
over periods of unemployment. This 
item, however, has seldom been large 
enough to maintain the worker during 
a long period of idleness. It is in- 
tended to be used for sickness and old 
age rather than unemployment. The 
problem of seasonal unemployment can 
be solved perhaps only by legislation 
providing for unemployment insurance 
or other measures. Nevertheless, the 
minimum rates might well reflect the 
circumstance of much unemployment. 

From the manner in which the wage 
boards in Massachusetts have handled 
this problem of constructing budgets, 
one becomes somewhat skeptical of the 
actual importance which the cost of 


** Minimum Wage Commission, Statement and 
Decree Concerning the Wages of Women in 
Women's Clothing Factories in Massachusetts, 
Decree No. 4, p. 5. 


q 

| 

aver. | 

uation | : 

cities | 

| 

great | 

ns in | 

From 

S not | 

share | 

cases 

“ee of 

nore. 

pply 

ly 38 

King 

in a | 

sting | 

luci- 

).00. | 

mes 

d to | 

yuld | 

hat 

lent | 

are 


832 Tue ANNALS OF THE AMERICAN ACADEMY 


living plays in determining rates. It 
is, certainly, a good talking point for 
one side or the other, usually the 
employes, but it does not seem to be 
much else. The members of the wage 
boards have too much at issue to be 
impartial judges. Their estimates of 
the various items in the budget are 
inevitably influenced by their interest 
in the amount of the rate. 

An interesting if somewhat extreme 
example of the influence which the cost 
of living has had in determining rates 
was given by the men’s furnishings 
board in 1922.5° The board had been 
in session for six weeks when it became 
deadlocked with the employes insisting 
on a budget of $16.89 and the employ- 
ers insist ng on one of only $11.47. A 
sub-committee was appointed to effect 
a compromise but was unsuccessful. 
The employes agreed to lower their 
estimate only to $16.50, and the 
employers agreed to raise theirs only 
to $13.75. The chairman then disre- 
garded the cost of living as measured 
by existing prices. He tried to secure 
an acceptable estimate assuming that 
the old budget was right at the time it 
was drawn up and applying to it the 
increase in the cost of living since that 
time. This gave a figure of $15.69. 
The employes agreed to this sum but 
the employers refused. As the chair- 
man wished to secure representation 
from all parties on the board this 
estimate was reduced still further. 
After much persuasion a majority of 
the board, including one employer, 
accepted $15.00. This representative 
of the employers later changed his 
mind and refused to sign a report 
embodying this rate. The board was 


5° Cf. Minimum Wage Commission, Statement 
and Decree Concerning the Wages of Women Em- 
ployed in the Manufacture of Men’s and Boys’ 
Shirts, Overalls and Other W orkingmen’s Garments. 
Men’s Neckwear and Other Furnishings, and 
Men's, Women’s and Children’s Garters and 
Suspenders, Decree No. 23. 


again deadlocked. Another arbity 


tion committee was appointed whig sien 
accepted a minimum rate of $19.5) jive 0 
This was less than the employers thep,, jong ! 
selves had previously agreed was thy! to tht 
cost of living. However, the report y) on th 


the arbitration committee was refuse 


board 
by the employers when presented tot, An 
chuse 


whole board. They insisted not 


on a $12.00 rate, but also on the ingly) law | 


sion in their report of a statement to th 
effect that this rate was justified by th 
cost of living. This, of course, was 
entirely unacceptable to the employes 
The public members eventually pep 


suaded six employes and two employes) cost. 


to agree to $13.75. This was the rate, 
finally recommended. The board 
sumed nearly 20 months in estimating 
the cost of living and then adopted, 
sum which no one claimed was 4 
reflection of this cost. The history of 
this board was an example of bargain. 
ing strength, not of scientific or even 
sincere inquiry into the cost of living. 
Invariably there is a difference of 
several dollars between the estimates 
of the employers and those of the 
employes. There is no definite idea of 
what constitutes the necessaries of life 
nor of what the costs of these are. The 
experience of the War Labor Board, of 
the Railway Labor Board, as well as of 
state minimum wage boards leads to 
the opinion that the cost of living, while 


a laudable ideal for regulating wages, is 


not a very practicable standard. 


An objection might be made to the 
methods of calculating the cost of living 
adopted by the Massachusetts wage 
boards on the grounds that the result is 
largely a reflection of what the women 
actually have lived on. It represents 
the existing cost, not the desired cost. 


5! Cf. also the discussion in the preceding 
chapter of the procedure of the first brush board, 
pp. 22-23. Many boards, it should be stated, 
have made sincere efforts to estimate the cost of 
living. 
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arbity, Attempts are made to ascertain em- the amount of the budget because of 
d whig pinically y what the women actually do the alleged poor financial condition 
$12.59 jive on. As the women must in the of the industry as shown below. 

rs then, jong run make their expenses conform Here we have some fourteen occupa- 
Was thy! to their wages, a minimum rate based __ tions which, in the opinion of the wage 
eport y| on the cost of living as estimated by the boards, have been unable to pay their 
refuse! boards tends to approach the old rates. employes a living wage. What is the 
dtoth| Another practice of the Massa- reason for this? Is it due to an un- 
ot only) chusetts wage boards has subjected the usually poor financial condition of 
€ inch.| jaw to much criticism. This is the Massachusetts industry? Or is it due 
t tothe! failure of the boards to recommend simply to the superior bargaining 
| by the! that the minimum rate be the amount power of the employers? The latter 
¢, wa;| estimated in the budget as necessary to seems to be the more accurate expla- 
ployes| meet the cost of living. The rates nation. The boards have seldom 
ly per! have frequently been less than this insisted on definite evidence that a 
ployer | cost. As we have already noted, the proposed minimum wage will affect 
he rate) Massachusetts law sets up a dual an industry adversely. The following 
rd con | standard for the determination of rates. quotation from the report of the minor 
mating One is the needs of the women workers; _ lines of confectionery board shows the 
pted, the other is the financial condition of type of evidence offered :* 


was 4| the industry. Sixteen decrees have — & pjvision of Minimum Wage of the Depart- 
‘ory of | recommended standard rates less than ment of Labor and Industries of Massachusetts, 


even | Decrees Warcn Have Recommenvep Rares Less Tuan Tue Cost or Livinc Massacnuserts 
ing." 
ice Amount of | Rate Recom- 
Decree Budget mended 
f the 
of life | First Laundry . 8.77 8.00 
rd, of | First Men’s Clothing .. 10.00 9.00 
as of Men's 10.45 9.00 
WAUe | First Wholesale Millinery . . 12.50 11.00 
eS, 18 Knit Goods. . 15.30 13.75 
Minor Lines of Confectionery. 13.50 12.00 
the , Second Men’s Furnishings. . 13.75 
‘ving | Second Laundry . a 13.92 13.50 
ving Canning, Preserving, and Confectionery (combined decree). 13.50 13.00 
wage | Millinery (combined decree) . . 13.90 13.00 


ents! = * The brush decree fixed an hourly rate of 15.5 cents. If the women worked the full legal mini- 

cost. | mum at that time of 54 hours per week, their weekly wages would have been $8.37. As a matter 
of fact, over half of the women worked less than 46 hours per week. This would make a still greater 

eding | discrepancy between the budget and the rate recommended. 

oar, “The cost of living was determined to be as much and probably somewhat more than the 

ated, 


minimum rate. 


tof  ** This board could not agree on a budget at all. It refused to accept the rate recommended as 
indicative of the cost of living. (See p. 32.) 


gain- 


> 


The members of the board chosen from 
the employers were emphatic in their 
case that the industry could not afford a 
minimum wage fixed at $13.50 for the 
adult, experienced worker. But the evi- 
dence on this subject proved difficult to 
secure. Employers, either from inadvert- 
ence or lack of interest, failed to respond to 
questionnaires which were sent out. The 
most impressing evidence of the financial 
condition of the industry was the number of 
factories which were not hiring help, even 
at the existing low wages, but which pre- 
ferred to be idle or nearly idle rather than 
operate at a greater loss. 


In spite of much study, the women’s 
clothing board stated,* 


It was felt that no general conclusions 
about the financial condition of the industry 
could be drawn from these data. Although 
the board’s investigators visited a number 
of centers within and without Massachu- 
setts, and investigated many establish- 
ments, the results were too slight for sound 
general deductions. 


The board goes on to say that so far 
as its investigations had yielded any 
facts, it did not appear that the con- 
templated rate based on the budgetary 
amount would impose an additional 
labor cost sufficient to handicap the 
industry seriously. Nevertheless, the 
board did depart from its estimates of 
the cost of living when making its 
recommendations. The only reason 
for this was stated in the board’s own 
words as follows: 


Statement and Decree Concerning the Wages of 
Women Employed in the Minor Lines of Con- 
fectionery and Food Preparations Occupation in 
Massachusetts, Decree No. 19, p. 3. 

One of the chief reasons for the recommenda- 

tion by this board of a rate less than the esti- 
mated cost of living was the fact that one of the 
employer representatives went into bankruptcy 
while the board was in session. This convinced 
the other members that the industry was in a bad 
way. 
5 Minimum Wage Commission, Statement and 
Decree Concerning the Wages of Women in 
Women’s Clothing Factories in Massachusetts, 
Decree No. 4, pp. 3-6. 
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The board felt that the proposed mig 
mum wage of $8.98 was so far above the 
wages now paid in certain occupations 
some establishments that a too q 
change might occasion considerable hay 
ship both to employers and e 
during the period of readjustment. 


As a matter of fact, it is almost jp, 
possible to determine whether or not 
industry can bear an increase in Wage 
and still show a profit. The increase} 
the labor cost per unit of product } 
unpredictable. The amount of thi 
increased cost which can be passed m 
to the public with no decrease in th 
volume of sales is equally uncertaip, 
As an investigator of the Fedenj’ 
Bureau of Labor Statistics has oh 
served ;* 

The basis of the conclusions of the wag 
boards is rather the general returns by the 
commission and the State labor office thay 
any specific representation by employer, 
Either inadequate or incomparable a 
counting methods, or reluctance to giv 
information relating to the industry made 
it impossible for the investigators to arrive 
at conclusions as to the financial condition 
of some of the industries. 


Mr. Lawrence Brooks, counsel for 
the War Labor Board and chairman o 


The 


in 


whic 


the men’s furnishings board, remarked | con 


to the Recess Commission that the 
chairmen of some twelve wage boards 
had unanimously agreed that in no 


single case had the employers “backed 
up their statements with facts. 
Occasionally, the boards have recon- 
mended rates lower than their budgets 
as a temporary expedient because 
of some unusual disturbance in the in- 
dustry. Unfortunately, the temporary 
nature of the rate has been forgotten. 


* U.S. Bureau of Labor Statistics, Minimum 
Wage Laws of the United States: Construction and 
Operation. Bull. No. 285, p. 121. Lindley 
D. Clark, author. 

% Special Commission on . . . the Minimum 
Wage. Testimony taken at the fifth hearing. 
Unpublished manuscript. 
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The board for the men’s clothing and 
incoat trades, for instance, reported 
*) ;, 1917 that the industry could not 
hear a wage equal to the cost of liv- 
ing. However, the conditions were 


‘so abnormal and so likely to be temporary 
that the recommendation of a $9 minimum 
is made with the express under- 
sanding that the conclusions of the Board 
gre but tentative, and that it should in all 
probability be revised by subsequent 
ure, in order that hardship either to 
employers or employees shall not result.’ 


This rate was not actually revised, 
however, until 1920. 

It is difficult to defend a practice 
ghich gives so much prominence to the 
fnancial condition of the industry. 
In no case has an employer been in- 


— jured to such an extent as to take 


advantage of the provision of the law 
which enables him to go to court and 
have the rate annulled if he can show 
that it prevents him from making a 
reasonable profit. It should also be 
noted that the statute does not defi- 
nitely prescribe that the rates are to be 
lowered if the industry is not in a 
profitable condition. It simply states 
that the wage boards shall “‘take into 
| consideration ’’*’ the financial condition 
of the industry and “the probable effect 
thereon of any increase in the minimum 
wages paid.”” As a matter of fact, the 
boards would probably do this whether 


_ the law directed them to or not. 


Not all of the boards have been 
willing to admit that a living wage will 
have a harmful effect on the industry. 
The later boards in particular have 
generally refused to depart from their 
budgets.** Only six of those report- 
*Minimum Wage Commission, Fifth Annual 
Report, 1917, p. 14. 

"Acts and Resolves passed by the General 
Court of Massachusetts in the Year 1912, Chap. 
706, Sec. 3. 

“The board for the office cleaning industry 
was one of few early boards to disregard the 
employers’ claims. This board believed that 


“only a fundamental readjustment of the 
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ing since 1918 have done so. In part 
this is due to the recognition by the 
employers that a proposed rate will not 
affect them adversely. In part it is 
due to an insistence by other members 
of the board on stronger evidence. 
The readiness of the earlier boards to 
accept mere statements of the employ- 
ers caused the commission to direct the 
boards in 1919 to “require definite 
evidence in case the claim is made that 
the industry cannot stand a living 
wage.” 59 

As a matter of fact, the financial 
condition of the industry, like the cost 
of living, serves mainly as a talking 
point in the deliberations of the boards. 
No definite sum on which to base the 
rates can be evolved through a con- 
sideration of the industry. It has 
about the same effect as a standard 
based on the wages paid by the most 
reputable employers. If the cost of 
living points to a rate below those paid 
by some of the employers, the latters’ 
representatives will have little success 
in persuading the board to agree to 
a reduction on the grounds that the 
industry is not able to pay a living 
wage. If no one in the industry is 
paying a proposed rate, the bargaining 
position of the employers is thereby 
strengthened. 

The Massachusetts law, like the 
English law, permits the establishment 
of piece-rates rather than time-rates at 
the discretion of the wage boards. No 
piece-rate has even been recommended. 
In view of the fact that in most 
industries a majority of the women are 
employed on a piece-rate basis, this 
may appear surprising. The reasons 


financial status of office buildings would solve 
their financial problems.” (Minimum Wage 
Commission, Statement and Decree Concerning 
the Wages of Women Employed as Office and Other 
Building Cleaners in Massachusetts, Decree No. 
10, p. 2.) 

5° Minimum Wage Commission, Wage Boards 
and Their Work, p. 9. 
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are two-fold. In the first place the 
various tasks are not sufficiently 
standardized to permit the establish- 
ment of uniform piece-rates covering 
all firms. This is true of practically 
every industry. Methods of organiza- 
tion, subdivisions of the productive 
processes, and consequently the opera- 
tions performed by each employe, vary 
extensively from locality to locality 
and from firm to firm. The reorganiza- 
tion of many of the factories that would 
be necessary to the creation of piece- 
rates would not be tolerated by the 
employers, nor if it were, could it be 
competently performed by the wage 
boards or the commission. Neither 
time, money nor experience fit the 
administrators of the law for such an 
undertaking. 

In the second place the establish- 
ment of piece-rates is not essential to 
the prime objects of minimum wage 
legislation. The purpose of the mini- 
mum wage must be to afford an income 
sufficient to meet the cost of living. It 
is the duty of the individual employer 
to see that his piece-rates are high 
enough to meet the time rates set by 
the wage boards as the requisite sum. 
It does not seem necessary for the 
administrative body to interfere in this 
matter. 

One of the most troublesome prob- 
lems in the determination of minimum 
rates is the fixing of special rates for 
the young, the inexperienced and the 
defective workers. Especially is this 
so in regard to the first two classes. 
Does the fact that a worker is untrained 
justify giving her less than a subsistence 
wage? Or, asa matter of fact, can she 
live on a smaller wage than her more 
experienced sister? How long does 
it take a girl to become “experienced” 
in any given trade? If a woman 
changes her occupation should she be 
expected to take a lower wage? These 
are some of the questions that confront 


— — 


the wage boards in 


special rates for the young and jy) grdl 


In 


experienced workers. they 

The law in Massachusetts does yg, minil 
establish any definite standard to guig) This 
the wage boards in this matter. ‘Jy that: 


term “experienced” does not appeg 
at all. It simply directs the boards, 
determine “suitable minimum yw 

for learners and apprentices and fy 
minors under eighteen.*° The wag 
boards have found it necessary ng 
only to recommend special rates fy 
this group, bat also to prescribe th 
length of the apprenticeship period anj}_peri 
the ages to which the special ratg 
apply. The result has frequently beg; 
that these periods have been too long 
the rates too low, and too few safe 
guards have been granted againg| i 
abuses. In only one industry, building 
cleaning, have the beginners been given 
the same rates as the others. In th 
other industries rates for apprentices 
have been as much as $8.00 less tha 
the normal rate. Apprenticeship pe 
riods have extended from nine months 
to two years. The most common tim 
is one year." Contrast this practice 
with the treatment of the problem in 
Wisconsin, where no learning perio 
was required for seasonal industries and 
the learning period in laundries wa 
fixed at four months; with Oregon 
where the millinery apprenticeship was 


a 
the 
mad 
al 


t 


limited to thirteen months; with the 
order of the National War Labor Boar 
reducing the learning period for laundry 
workers in Little Rock from six to three 
months. One would be led to believe 
that it requires a longer time to leam 
a trade in Massachusetts than in other 
places. 


© Acts and Resolves passed by the General Court 
of Massachusetts in the Year 1912, Chap. 706, 
See. 3. 
® The provisions of the decrees relative to 
apprentices and minors can be seen in detail by 
consulting the list of decrees in App. III. 
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Jn most industries the minors, re- 
of the amount of experience 
oneal have had, are granted lower 
minimum rates than mature persons. 
This has been justified on the grounds 
that almost all of these younger workers 
were living with relatives. The in- 
vestigations of the commission have 
agy, shown that the wages paid to those 
below eighteen are generally less than 
the wages of the older women. It has 
seemed wise to continue this differen- 
* industries in which the learning 
is important in mastering the 
trade it is probably necessary to permit 
a graduated scale of rates. Otherwise 
the training of the beginners will be 
made too costly for the employer. It 
js also true that high rates for young 
workers would tend to draw children 
into the factories. The solution of the 
latter evil, however, is a child labor 
law. The commission has encouraged 
the wage boards to shorten the ap- 
prenticeship period and to eliminate 
too abrupt jumps in the rates. It is 
being done only gradually, however. 
The laundry decree of July 1, 1922, 
shortened the apprenticeship period 
from one year to five months. 
Arbitrary regulation of the appren- 
ticeship period is naturally too inflexible 
to be very satisfactory. Standardiza- 
tion of these workers is not possible. A 
girl, for instance, who shifts from one 
industry to another must be regarded 
as an inexperienced worker under the 
Massachusetts practice and her new 
employer consequently has the right to 
pay her a smaller wage. This worker 
may be just as efficient in her new job 
as an experienced worker. A girl who 


has been trained in the retail millinery 
occupation is more or less experienced 
in the wholesale millinery occupation 
as well. A girl who has been trained 
to operate a sewing machine on 
women’s clothing can operate a ma- 
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chine nearly if not quite as well on 

men’s clothing. Likewise, a girl still 

remains “‘experienced” so long as she 

remains in an industry regardless of the 

number of times she changes tasks. 

A girl who has spent sixty-seven weeks | 
in the candy industry is deemed to be 

“experienced” if she has done nothing 

but paste labels. She can demand the 

full normal rate even if she is shifted to 

a semi-skilled task. Anotherdrawback 

of the Massachusetts law is that it fails 

to provide any restrictions against the 

exploitation of apprentices and minors. 

The number of learners has never been 
limited as it has been in Wisconsin, 
North Dakota, Kansas, District of 
Columbia, and California. With such 
a long learning period as the Massa- 
chusetts practice gives, it is important 
that a manufacturer be prohibited from 
filling his factory with girls technically 
learners. 

The problem of the defective has 
shown itself to be much simpler than 
that of the apprentices. It is not a 
problem with which the wage boards 
are concerned, to be sure, but as it is 
analagous to the problem of special 
treatment for the young and inex- 
perienced workers, it should be men- 
tioned here. There are no restrictions 
on the commission in the granting of 
licenses to the physically defective— 
those workers who cannot earn the 
standard wages and yet do not come 
into the category of learners or be- 
ginners. The law does state that 
licenses can be granted only in those 
industries “in which a minimum time 
rate only has been established.” ® As 
all of the occupations come within this 
class, the commission has its hands 
free to permit any worker to accept less 
than the legal minimum wage. It 


might be expected that a tendency 


® Acts and Resolves passed by the General Court 
of Massachusetts in the Year 1912, Chap. 706, 
Sec. 6. 
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would have resulted to issue these 
permits indiscriminately and profusely. 
On the contrary the commission has 
granted relatively few licenses. The 
small number of licensed defectives in 
Massachusetts is explained in part by 
a practice which the commission has 
adopted of classifying certain workers 
as belonging to a “special license 
type.” These are subnormal women 
who have not been given a license. 
Certain other workers come under the 
“‘piece-rate ruling.” These women 
occur ‘n certain industries or branches 
of industries in which most workers are 
on piece-rates. If a few women are 
unable to earn enough to make the 
weekly minimum rate which is earned 
by the great majority of women, the 
commission assumes that those who 
do not earn it are defective. The 
commission has found it undesirable 
to compel all sub-normal women to 
submit themselves to an examination, 
although no extensive medical examina- 
tion has ever been required in Massa- 
chusetts, merely an inspection by some 
member of the administration. Most 
women feel the degrading implications 
of being a licensee so keenly that they 
tend to drop out of the occupation and 
drift to other employment rather than 
apply for a license. Even with these 
non-licensed defectives the number of 
women earning less than the legal 
minimum rates is small. Since 1918 
about 550 women have been permitted 
to accept rates less than the minima. 
Only about one-fourth of these have 
actually been granted licenses. An- 
other fourth are working under the 
““piece-rate ruling.” The remainder 
are considered to be of the “special 
license type.” 

A frequent objection to the Massa- 
chusetts law has been that it does not 
provide for different rates within the 
same occupation for different sections 


of the state as do the laws of Arkang, 
and Minnesota. The employers y 
establishments in the smaller cities aay 
country districts maintain with sop 
justification that the cost of living j 
less in their localities than in the 
cities. They lose the competitive a4 
vantage of a lower wage scale. Ty 
Recess Commission, already me, 
tioned, considered the problem at sony 
length, but did not believe that py. 
vision for regional variation in rats 
should be made. As to the extent tp 
which the cost of living does actually 
vary, the Minimum Wage Commissigy 
has said; 

The index numbers on the cost of living 
issued by the Commission on the Necess. 
ries of life do not show such a wide varia. 
tion in different sections of the state as js 
popularly assumed to exist. The investig,. 
tions made by the agents of the Minimun 
Wage Commission also indicate that th 
variation is not pronounced. There ay 
some compensating factors that tend tp 
reduce the difference. For instance, em 
ployees in large cities have the advantage 
of bargain sales, the use of clinics for medi- 
cal and dental care at nominal charges, and 
opportunity for self-improvement through 
public courses. 


In so far as the view of the commis 


sion is correct there is, of course, no 
justification or necessity for different 
rates for different localities.“ Fur 
thermore, such variation in rates 
would add greatly to the complexity 
of administration. 


* Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts. 
Material submitted to the Recess Commission. 
Unpublished manuscript. 

* Even though the cost of living does vary 
throughout the state, there are other reasons for 
not granting lower rates because of the lower 
cost of living in small towns. As we have seen, 
the rates do not in all cases meet the cost of living 
anyway. Because the rates cannot be set high 
enough where they should be, is no reason for 
lower rates elsewhere. 
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Dyers CHAPTER V 

an Compiiance THE Minimum Rates 

livinns Before we take up the question of re- adequate power to inspect for compli- 
he larg) sults of the law, we should consider the ance. Those employers who did con- 
tive ad to which the rates have been sent to an inspection were generally 
€. Th! accepted by theemployers. Obviously complying, as one would expect. The 
’ men! g rate which is not complied with can laundry industry was the only one, 
at som! have little effect on wages. As the however, in which the commission was 


forced to give up all attempts at in- 


at py.| Massachusetts law does not provide for 
N rats} compulsory observance of the rates, spection. Most other employers per- 
‘tent ty! this question of compliance is of pecul- mitted their books to be inspected. In 


only two industries was any large 
number of non-compliances discover- 
able. These were brush making and 
retail selling. 


iar significance. With a mandatory 
law acceptance of the rates would be 
largely a matter of course. With a 
recommendatory law, a wide field of 


Bard 


sh possibilities is opened up. The decree for the former industry 
* vary.) It should be noted that non-compli- became effective August 15, 1914. It 
te ass) ance does not mean necessarily a de- recommended a standard rate of fifteen ' 
vestim.| liberate refusal to pay the designated and one-half cents an hour. The first . 
nimum} y;te, An employer cannot tell except inspection to determine compliance 
at th} b= trial and error whether a certain showed that five of the nineteen facto- 
"Te a) piece-rate will yield enough to enable _ ries included in the inspection were not 
end to) ‘ost workers to earn the minimum. meeting the minimum rate.” Only 
me Furthermore, an employer may believe eighteen women were receiving less 
that a particular worker is subnormal than the decreed amount. Instead of } 


or that she is subject to another and 
lower decree—such as formerly might 
have been the case with a woman work- 
ing in a millinery shop which catered to 
both the wholesale and retail trade. 
Consequently, while first inspections 
oftentimes show considerable lack of 
acceptance of the rates, in most cases 
these non-compliances are ironed out 
to the satisfaction both of the adminis- 
tration and of the employers. Fre- 
quently, employers can be prevailed on 
to increase the wage rates without fur- 
ther ado. 

The extent to which the minimum 
rates were accepted prior to 1919 can- 
not be determined very well because of 
the refusal of many employers to per- 
mit an inspection of their books. It 
has only been since the court decision 
of 1918 affirming the constitutionality 
of the law that the commission has had 


publishing the names of the recalcitrant 
employers, the names of the “good” 
employers were published. The com- 
mission did not resort to the blacklist 
because of fear that the commissioners 
would be personally liable if the law 
were declared unconstitutional. This 
publication of names apparently had 
some effect as the second inspection 
disclosed only three firms which were 
still refusing to pay the minimum rate. 

The first retail store decree became 
effective January 1, 1916. It recom- 
mended a rate of $8.50. On February 
first a systematic inspection of pay- 
rolls was begun.” Inspections were 

% Minimum Wage Commission, The Effect of 
the Minimum Wage Decree on the Brush Industry 
in Massachusetts, 1915, Bull. No. 7, passim. 

® Minimum Wage Commission, Preliminary 
Report on the Effect of the Minimum Wage in 
Massachusetts Retail Stores, 1916, Bull. No. 12, 
passim. 
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made of 955 establishments employing 
over 16,000 female workers—nearly 
two-thirds of the total number of 
women store employes in the state. 
In all the stores studied about six per 
cent of the total number of women 
covered by the inspections were receiv- 
ing less than the rates decreed for them. 
The 112 storekeepers employing these 
women had made little effort to put the 
recommended rates in force. These 
establishments included a few depart- 
ment stores but in the main were 
five-and-ten-cent stores and small 
neighborhood stores. 
One would think that the commission 
was justified in blacklisting these 112 
employers. That such was not done is 
an illustration of the caution with 
which the administration was proceed- 
ing during these first few years. As in 
the brush industry, the commission 
resorted not to a blacklist, but to a 
“whitelist,” to encourage acceptance 
of the minimum rates. The names of 
all store employers complying with the 
rates were published. If an employer 
had only partially complied this fact 
was also recorded. The results of this 
attempt at coercion were not so satis- 
factory as in the brush industry. The 
employers were still slow to raise their 
wage scales. In fact it was not until 
the general increase in prices and wages 
that these cases were settled. The 
commission was very pessimistic over 
the situation. In its annual report for 
1916 it observed.*’ 


. . . It is greatly to be regretted that a 
few proprietors of retail stores in Massa- 
chusetts have chosen to ignore the Com- 
mission’s recommendations. Apparently 
many of these proprietors are operating 
stores in which the wages of the female em- 
ployees were below the average in 1914 
when the Commission made its first in- 
vestigation. .. . The Commission enter- 


6? Minimum Wage Commission, Fourth Annual 
Report, 1916, p. 18. 


tains no hope that these proprietors yy sect! 
voluntarily forego this unfair advantap. girls. 


and accept the schedule of minimum wagy 
now followed by their competitors, 


It had not taken long to show thy 
a law which depends entirely upg 
arousing public opinion would have, 
difficult task in enforcing the minimy, 
rates. The commission made at this 
time the first of its many recommend. 
tions for a mandatory law. 

In 1919 inspections were made & 
completed in all industries under de 
crees. The payrolls of over 10H 
establishments were inspected. Ree. 
ords of nearly 25,000 women wer 
secured. Only 196 cases of non-com. 
pliance, less than one per cent, wer 
found. Certainly, this record seemed 
to vindicate the efficacy of a recom. 
mendatory law. 

Not only was the number of nop 
compliances in 1919 relatively small, 
but most of them could also be easily 
and satisfactorily adjusted. Of the 
196 cases, 130 were settled through 
wage increases. Forty-two worker 
were considered to be defective. These 
were not given special licenses, but 
were classified as of the “special license 
type.” Twenty-two women left the 
employ of their respective concerns. 
A few of these might have been dis- 
charged. The other two women were 
employes of insolvent firms and for this 
reason were not disturbed. 

Since 1919 the story is different. 
The task of securing compliance has 
become increasingly difficult. So dif- 
ficult, in fact, that the existence of 
the law has been jeopardized. Even 
the commission has mentioned the 
possibility of the law becoming “mean- 
ingless.”’** In 1920 agents of the com- 
mission visited 1126 establishments, 


8 Supra., pp. 37-38. 
*® Special Commission on . . . the Minimum 
Wage, Exhibits Submitted by the Division f 
Minimum Wage. Unpublished manuscript. 
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securing records of 23,349 women and 
anal girls.” A total of 983 cases of non- 


um compliance were found during this 
Nearly two-thirds of this 


Ow thy| number were adjusted satisfactorily. 
LY up| Wages were increased for 366 women, 
haye,| more than half of the number of ad- 
inimy,| justments.” A number of women left 
at this i employ of their firms but the com- 
meng.| mission believed that the great ma- 
jority of them left voluntarily. Only 
ade o| twenty women were clearly discharged 
der de.| because of their inability to earn the 
minimum rates. The remaining cases 
Re.| of non-compliance, 301 in number, 
1 wen| were not settled in 1920 at all. The 
n-com.| worst offenders this year were found in 
, wer | thecandy, women’s clothing and paper 
recom.| As the industrial depression deep- 
ened and as many decrees were revised 
f non.) upward to more nearly approximate 
small, | the cost of living, the task of securing 
easily compliance became still more difficult. 
f the | In 1921, 658 cases were discovered in 
rough | addition to those pending at the close 
rkers | of the previous year.” The inspec- 
These | tions of 1921 covered 14,690 women. 
but | A total of ninety-nine firms were found 
cen | to be paying less than the prescribed 
t the | minima. All but 200 cases were set- 
erns,| tled, however. Wage and hour changes 
dis. | were made for 374. Seven were con- 
were | sidered to be defective. Ninety left 
7 ® Division of Minimum Wage of the Depart- 
rent, | ment of Labor and Industries of Massachusetts, 
Enforcement of Minimum W age Decrees in Massa- 
has chusetts, 1920, passim. Unpublished manuscript. 
dif- "Further adjustment was made for seventy- 
» of | one workers by transferring them from time-rates 
‘ven | @piece-rates whereby they also were able to in- 
the | ‘ae their wages. Sixty-five women were 
judged physically sub-normal. Special licenses 
“al- | were granted to forty-four of these. The other 
om- | sub-normal workers were considered to belong to 
nts, the “special license type.”’ 
® Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
sum | Enforcement of Minimum W age Decrees in Massa- 
1 of | chusetts for the Year Ending November 30, 1921, 
| passim. Unpublished manuscript. 


voluntarily or were discharged. Two 
hundred and sixty-six were in firms 
advertised. Twenty-two were covered 
by the “piece rate ruling.” ” 

The most serious difficulties were 
encountered in the building cleaning 
and paper box industries. A total of 
727 cases of non-compliance arose in 
these industries, although some of those 
in the paper box industry had been 
carried over from the preceding year. 
Of these 727 cases, 201 were adjusted 
through wage changes, either direct 
increases or changes in method of pay- 
ment. There were also eighty-eight 
workers under the building cleaning 
decree whose hours were reduced while 
the weekly payments remained the 
same as before. As the decree for this 
industry specified an hourly rather 
than a weekly rate, the result was an 
increased hourly rate and technical 
conformity to the decree. Good evi- 
dence was found that fifty women in 
this industry were discharged because 
of the minimum rate. 

Employers in these two industries 
clearly deserved the only penalty pro- 
vided in the law, the blacklist. For 
the first time in its history the commis- 
sion published the names of employers 
who refused to pay the minimum rates. 
The names of one office building em- 
ployer and eleven paper box manu- 
facturers were posted. These twelve 
firms were paying a total of 266 women 
less than the recommended rates. In 
spite of this publicity most of these 
employers remained obdurate. This 
office building employer still has 113 
women to whom he refuses to pay the 
minimum rate. The first resort to the 
blacklist was largely a failure. 

Another vexatious problem was en- 
countered in 1921 in the building 
cleaning industry through an attempt 
to escape the burden of the minimum 
rates. Some of the managers forced 

% Supra, pp. 37-38. 
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the workers to greater speed in an ef- 
fort to reduce the number of hours 
worked each day. The hourly rate 
would thus be increased even though 
the total sum earned during the day 
remained unchanged. Some of the 
managers also discharged part of their 
cleaners and required the remainder to 
do the work in proportionally less time. 
The commission felt that these prac- 
tices were virtually violations of the 
law and strove to stop them. There 
was little it could do, however, except 
through moral suasion. 

Non-compliance increased greatly in 

1922 in spite of two rates which were 
revised downward. The activities of 
the commission were almost exclusively 
concerned with this problem. Out ofa 
total of over 42,000 women covered by 
inspections 5675, over thirteen per 
cent, were found not to be receiving 
wages in conformity with the terms of 
the decrees." Of the sixteen decrees 
then in force only nine were being 
readily accepted. Moreover, only few 
adjustments could be made. About 
four-fifths of the cases arising in 1922 
were still pending at the end of the 
year. The retail store employers were 
the worst offenders. A new decree 
raising the minimum rate from $8.50 to 
$14.00 had gone into effect June first. 
Comparatively few of the 3710 cases 
of non-compliance were settled. While 
no attempts at coercion were made in 
1922, it was plain that publication of 
the names of several of these store- 
keepers would be necessary. 

The large amount of non-acceptance 
of the rates in 1922 is accounted for in 
some degree by the fact that new 
decrees had been issued in six indus- 
tries. The first inspections after a 


% Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
Enforcement of Minimum Wage Decrees in Massa- 
chusetts in 1922, passim. Unpublished manu- 
script. 


decree invariably reveal relatively lar 
numbers of cases of non-compli 
It should also be noted that the insper. 
tions were more extensive than thoy 
made in previous years. The fact 
that the law was being investigated ang 
that the legislature was considering 
modifying it also made the task ¢ 
securing compliance more difficult, 
The commission succeeded, however, 
in making most adjustments in 199 
through direct wage increases, |) 
spite of the increasing burden of the 
rates, not many women left their em. 
ployment. Of those who did, only ten 
seemed to have been discharged. “Ep. 
couragement” may have been given to 
some of the others. Fifty-six women 
were considered to be physically de. 
fective although actual licenses wer 
granted to only eleven. 
The outstanding feature of enforce. 
ment in 1923 was the large number of 
firms blacklisted. Fifty-four retail 
store firms, twenty-two laundries, three 
paper box manufacturers, one muslin 
underwear manufacturer, and one 
women’s clothing manufacturer, a total 
of eighty-one firms, were published. 
Several of these firms operated mor 
than one establishment. One of the 
five-and-ten-cent store chains, for in- 
stance, had sixty-three of its stores 
blacklisted. These firms employed 
nearly 3000 women. It does not ap- 
pear that this advertising was any 
more successful than previous attempts 
at coercion. Inspections during 19% 
showed that the wages of only 52% 
women had been brought into con- 
formity with the minimum rates. The 
following year the commission ap- 
parently concludes that the chances of 
adjusting these cases are small, for it ob- 
serves: “It was possible . . . toad- 


% Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
Report for the Year Ending November 30, 1925, 


p. 6. 
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just only a small proportion of these 
non-compliances.” 

The commission had a total of 6694 
cases of non-compliance to settle in 
1923. An unusually large number 
of women left their employment, 
whether voluntarily or not the com- 
mission could not determine. They 
numbered 1662. Employers of an 
equal number of women increased 
their wages without further opposition. 
Nearly 150 women were found to be 
sub-normal. Nearly 250 cases - were 
shelved because of errors in recording, 
because the employers had gone out of 
business or left the state, or because the 
employer had reported adjustment al- 
though verification had not yet been 
made. Most of the remaining cases 
were in advertised firms. 

In 1924 the commission encountered 
3983 cases of non-compliance, most of 
which were in the firms advertised the 
previous year. The number of new 
cases was less than usual. Wage ad- 
justments were secured for 460 women. 
One hundred and nine women left their 
employment, some undoubtedly being 
discharged. Two firms employing 
thirty-nine women below the minimum 
rates were published in 1924. At the 
end of the year there were 3138 un- 
settled cases. The retail store owners 
were the chief offenders. Nearly 3000 
cases were in this industry alone. 

The commission published another 
long list of firms in 1925. A total of 
156 stores and factories employing 
$335 women below the minimum rates 
were blacklisted. The stores alone 
employed 2951 women. In many in- 
stances this was the second advertising 
forthe same violation. Information as 
to the effects of this last advertising is 
not yet available. New cases of non- 
compliance in 1925 numbered 824. 
Wage adjustments were secured for 198 
women. Forty-eight left their em- 
ployment. Five hundred and twelve 


were in advertised firms or were other- 
wise unsettled at the close of the year. 

In this review of the extent to which 

the minimum rates have been accepted, 
we have seen that prior to 1919 the 
degree of compliance was more or less 
uncertain. In 1919, however, the 
number of women not receiving the 
rates was negligible—not more than 
one per cent of the total number of 
women covered by decrees. Eventu- 
ally the wages of all were adjusted to 
the official rates. Since the beginning 
of 1920 the number of non-compliances 
has been much larger. Adjustments 
have been made with increasing diffi- 
culty. In fact settlement of many 
cases has been possible only by pub- 
lishing the employing firm, because the 
woman has left her employment, or 
because the minimum rate has been 
lowered. In spite of these facts, how- 
ever, there have not been more than a 
few thousand women for whom the law 
has attempted to secure minimum rates 
and has failed. Furthermore, the 
number of non-compliances has been 
decreasing to some extent since 1922. 
It is to be hoped that more stable in- 
dustrial conditions will make the task 
of enforcement easier. 

The bare facts of the degree of com- 
pliance are not the whole story, how- 
ever. There are other factors which 
merit attention as vitally affecting the 
readiness with which the employers 
accept the rates. One is the com- 
paratively low figure at which the rates 
have been set. A low rate is obviously 
easier to enforce than a high one. 

The readiness of the wage boards to 
consider the financial condition of the 
industries at the expense of the em- 
ployes’ pay envelopes certainly aided in 
securing the employers’ support. The 
other factors making for low rates con- 
tributed as well. On the other hand, 
the attempts that have been made 
since 1919 to bring the rates into closer 
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conformity with the cost of living have 
increased the difficulties of securing 
compliance. 

The industrial situation has also 
greatly influenced compliance. The 
ascending price level from 1915 to 1920 
was a potent force making for a high 
degree of acceptance. We saw in- 
stances of this in the case of the retail 
store and women’s clothing decrees. 
Its force was felt in all industries. Fre- 
quently, we have noted that the mini- 
mum rates were so far out-of-date as 
to be almost meaningless. Conversely, 
the break in prices in 1920 rendered 
enforcement difficult. The repeated 
attacks on the law through the courts 
have also raised serious obstacles to 
uniform enforcement. 

Whether the law could have been 
successfully enforced if a rigid stand- 
ard-of-living wage had been applied 
and if industrial conditions had been 
more stable is, of course, problematical. 
In view of the difficulty which enforce- 
ment of the law has presented since 
1920, it is certain that the earlier suc- 
cess was founded to a considerable 
extent on peculiar and favoring condi- 
tions. Likewise, conditions since 1919 
have been as peculiar but certainly not 
favoring. Since that time the most 
disadvantageous side of this type of law 
has been thrown into prominence. 

Thus far in the history of the statute 
publication of names has been resorted 
to very sparingly. In 1915 and 1916 
the names of those employers in the 
brush and retail store industries who 
were following the terms of the decree 
were published. In 1921 the names of 
the recalcitrant employers in the paper 
box and building cleaning industries 
were published. Since 1923 publica- 
tion of over 200 employers has oc- 
curred. These attempts at coercing 

the employers through public opinion 
do not seem to have been particularly 
successful. It is true that in the brush 


industry the publicity was influentig] parti 
securing compliance. In the retail empl 
store occupation, however, some tiny by P 
elapsed before the publication of the! the | 
“whitelist” was followed by compj.| pliar 
ance and by that time the rise in price| yen 
had removed the greater part of the| ghic 
burden of the rates. The blacklisting that 
in the paper box and building cleaning! gnd 
industries did not secure compliance. qua’ 
Nor does the more recent publicationof | som 
names seem to have secured compli. | {eer 
ance. ; wag 
True it is that the blacklist has not | the 
been a severe enough penalty to cause at 
the employers to resort to a judicial ope 
review of the minimum rates. Thelaw  yol 
provides that if an employer can show zat 
that the rates will seriously injure his 
business, he need not pay them. This | as. 
provision has never been used. It may | hay 
be that the employers feel that the un 
publicity entailed in going to the courts Th 
and airing the fact that they were not em 
in sound financial conditions would be __ th 
greater than being posted in a blacklist. ga 
On the other hand we should not imi 
overlook the indirect effect of this ne 
means of securing compliance. The } j 
mere threat of publicity has some ef- 
fect on an employer contemplating a 
refusal to pay the minimum rates. 
The force of the blacklist, as the force 
of other penalties, cannot be measured 
by the number of times it has been used 
and has failed. Members of the pres- 
ent as well as of past commissions be- 
lieve that there is a very real force 
latent in publicity which influences the 
employers to meet the minimum rates, 
even though the blacklist may never be 
used. 
The success or failure of publicity as 
a method of enforcement depends to a 
great extent on the way in which it is 
applied and the amount of public in- 
terest which is aroused. There are 
several instances in which advertising } 
an employer has proved very effective, | — 
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uentiala, j in the case of retail store 
ne retail! employers who are directly influenced 
Me time py public opinion. The interest which 
n of the| the public takes in the matter of com- 
_Compli.| pliance with the minimum rates is in 
IN prices} tyrn largely dependent upon the effort 
t of the} which the commission makes to develop 
*klisting that interest through its publications 
cleaning and its other work. It is felt in some 
Pliance, quarters that the present commission is 
ationof somewhat negligent in developing a 
compli. | keen public interest in the minimum 
wage law. It certainly is a fact that 
has not | the amount of information made public 
> Case | at the present time concerning the 
udicial | operation of the law is far less than the 
‘he lay yolume published prior to the reorgani- 
1 show zation of 1919. 
ire his A serious drawback of publication 
This as an instrument of enforcement, per- 
t may haps the most serious drawback, is its 
it the unequal effect on different employers. 
courts The size of the penalty of publishing an 
e€ not employer varies to a great extent with 
ld be the type of business in which he is en- 
klist. gaged. Complete acceptance of the 
| not minimum rates, therefore, will probably 
this neverbesecured. There is at least one 
The } instance when an employer who had 
e ef- | been blacklisted made the necessary 
nga adjustments and requested the com- 
ates. mission to reinspect his payrolls; and 
orce | the fact of compliance also published. 
red | On the other hand, several employers 
ised | have already been published twice and 
res- | the effect on them seems to be negli- 
gible. The commission has admitted 
| that “it is impossible to insure im- 
the | partial treatment for all employers 
3, | affected by the decrees.” ° The Recess 
be | Commission also reported after its in- 
vestigation: 77 ‘‘In some cases, adver- 
as | tising an employer may penalize him 
}& | severely; in other occupations adver- 
is 


n- * Division of Minimum Wage of the Depart- 

re ment of Labor and Industries of Massachusetts, 
Annual Report for 1920, p. 24. 

| "Special Commission on . . . the Minimum 

2) Wage, Report, p. 21. 


tising may not affect an employer 
appreciably.” 

An employer dealing directly with 
the public and using a trade name can- 
not well afford to injure his goodwill 
by having his firm appear in a blacklist. 
Some employers cannot afford to ad- 
vertise the fact that their business is 
not in good financial condition, which 
might be inferred from the fact that 
they do not pay adequate wages. On 
the other hand, employers selling 
through jobbers and wholesalers and 
those who do not fear to injure their 
credit standing may be little affected 
by such publicity. In other words the 
Massachusetts law may be extremely 
coercive with some employers, while it 
is merely admonitory with others.”* 

An important if somewhat super- 
ficial objection to the method of en- 
forcement as provided in the Massa- 
chusetts law is the time and expense 
involved. Adjustment of the cases of 
non-compliance requires special agents 
to visit the recalcitrant firms and con- 
vince them of the desirability of meet- 
ing the minimum rates. These in- 
spections consume much time and 
money. The expense of advertising 
the employers, too, is not small. With 
so little money as has been placed at 
the disposal of the commission the 
question of expense becomes impor- 
tant. The cost of advertising and 
reinspecting the paper box firms was 
nearly six times as much as the cost of 
the initial inspection of those firms.”* 

78 An ingenious argument against the blacklist 
was advanced by a recalcitrant storekeeper. He 
believed that the publication of his name among 
those not paying the minimum rates would be 
cheap and effective advertising in his favor. 
People would know that he was paying low 
wages, that his costs would be less, and assume 
that his prices were lower. This argument as- 
sumes a callousness among the consuming public 
that I would be loath to admit. 

7° Division of Minimum Wage of the Depart- 
ment of Labor and Industriesof the State of Mas- 
sachusetts, Annual Report for 1921, pp. 16-17. 
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Not only is this work expensive, it also 
postpones the time when the new rates 
are paid. In some instances “several 
months,” as the commission observes, 
elapse before compliance can be se- 
cured. This deprives the employes of 
the increases in wages, as the Massa- 


CHAPTER VI 
REsvULTS OF THE Law 


In judging the expediency of mini- 
mum wage legislation, one of the most 
interesting questions is, has it succeeded 
in raising the wages of the women who 
have, presumably, been receiving less 
than a living income? Extremely low 
wages have always been the big factor 
in such legislation. To remedy this 
situation is the main purpose of a 
minimum wage law and the fate of the 
venture must rest finally on this point. 
It is the purpose of this chapter to 
present such evidence as exists in 
respect to the effects of the Massachu- 
setts law on wages. 

Let us consider first such statistical 
evidence as exists on the subject. It is 
well to recognize at the outset that the 
data are not available that give a 
definite answer to our question, an 
answer that would satisfy an exacting 
statistician. It is difficult to measure 
satisfactorily the wage changes that 
have actually occurred. Furthermore, 
we do not possess the complementary 
data necessary to the isolation of the 
decrees as a causal factor. The first 
ten years of the law was a period of such 
fluctuations in wages generally that 
the part played by the minimum wage 
rates is much obscured. 

Neither the commission nor any 
other agency customarily makes thor- 
ough investigations for the express 
purpose of ascertaining wage changes. 


chusetts law does not provide for th 
collection of the difference between thy 
wages actually paid and those rego. 
mended in the minimum rates, 
some industries the value of the min. 
mum rates has been consider, bly 
lessened by this delay. 


Only two such investigations hay 


been made. The available data ol. ° 


lected are secured for the most part 
during the inspections of the agents of 
the commissions to determine compi- 
ance. Efforts are made at this time to 
secure information by taking the rates 
immediately before and immediately 
after the decree became effective. 
Frequently, however, the earlier rates 
are not available. To be strictly 
comparable the data should cover at 
both periods identical factories and 
even identical processes. The labor 
turnover is so high among these women 
and the industrial processes change so 
rapidly that such exactness is fre- 
quently impossible. Even when the 
rates immediately before and after the 
decree are available, they do not neces- 
sarily reveal the wage changes due to 
the decree, inasmuch as changes may 
have been made some time prior to the 
date when the decree became effective. 
It has frequently happened that the 
employers have anticipated the issuing 
of a decree and even the establishment | 
of a wage board by increasing the rates 
after the commission has made its 
investigation.*° 
In most industries figures have been 
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secured which show merely the changes 
in rates of payment. 
noted that rates are not always a good 


® Infra, p. 55. 
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indication of the actual wage situation. 
The minimum wage decrees may have 
cgused other changes in the industrial 
situation that increase or diminish the 
effects shown by the changes in rates. 
Among such changes might be men- 
tioned an increase or decrease in hours 
that would affect the actual wage 
received. I have already pointed out 
the reduction in hours that was made 
in the building cleaning industry for 
the purpose of bringing the hourly rate 
into conformity with the minimum rate 
without changing the weekly pay- 


ment.*' Other changes occur in the 
| shifting of workers from one method of 


payment to another; the increased or 
decreased speed of the piece workers’ 
andsoon. It is impossible to estimate 
whether and to what extent such 
factors augment or diminish the results 
of the decrees as shown by the figures of 
the commission. They should, how- 
ever, be borne in mind. 

As was the case with the facts found 
in the original wage inquiries of the 
commission, a summarized presentation 
of the results of the decrees is not 
satisfactory. The table on page 48 
may be helpful, however. It presents 
in concise form the bare facts of what 
wage changes have occurred. In- 
formation in regard to certain of the 
more recent decrees is not available 
at present. 

To appreciate properly the results of 


_ the minimum wage rates, we must con- 


sider certain of the decrees in greater 
detail. Later we shall attempt to 


_ draw such conclusions as are possible 


from all the facts. 

The 15.5 cents per hour rate of the 
brush decree went into effect August 
15, 1914. In June, 1915, the commis- 
sion made a special investigation to 
determine what the actual effects of 
the decree had been.*? This investi- 


Supra, p. 42. 
® Minimum Wage Commission, The Effect of 


gation included nineteen of those 
factories covered in the former inves- 
tigation of 1913 which were stillem- 
ploying women in 1915. Additional 
data were secured from statistics com- 
piled by the Massachusetts Bureau of 
Statistics. The conclusions of the 
commission have been stated as fol- 
lows: 

(1) The establishment of the minimum 
wage in the brush industry has been fol- 
lowed by a remarkable increase in the 
earnings of women employed in that indus- 
try; (2) the employment of women at 
ruinously low rates has been practically 
stopped; (3) the proportion of women em- 
ployed at more than the prescribed mini- 
mum rate has more than doubled; and (4) 
all this has been accomplished without put- 
ting an unreasonable financial burden upon 
the industry. 


Wage changes were found to be as 
follows: In 1913, forty-six per cent of 
the women were paid at rates less than 
$6.00 per week. Two years later only 
eleven per cent of the women were paid 
at rates less than this sum. In 1913, 
ninety per cent were receiving rates 
less than $8.00. In 1915 the number 
had been reduced to twenty-one per 
cent. Before the decree went into 
effect only six per cent received rates of 
$9.00 or more. After the decree be- 
came effective eleven per cent received 
this amount. Actual earnings were 
found for one week—the second in 
June—for the years 1913 and 1915. 
Before the decree became effective 
sixty-one per cent were earning less 
than $6.00. After the decree became 
effective only twenty per cent were 
earning less than this sum. In 1913 
only ten per cent were earning as much 


the Minimum Wage Decree on the Brush Industry 
in Massachusetts, 1915, Bull. No. 7, passim. 
We shall discuss later the other real and alleged 
effects of this decree on the industry. 

% Minimum Wage Commission, Third Annual 
Report, 1915, p. 17. 
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. Wage Caances tae Tore THE Various Minimum Wace 
Rates Became Errective tin Massacuvusetts, 1914-1924 
Per Cent Earning Less Than Specified Rates 
Bef. After 
ore 
Rate D D 

Muslin Underwear. .. 9.00 89.1** 25.7 
9.00 94.4 26.5 
Canning and Preserving. ................--- 10.00 94.1 16.0 
Women’s Clothing 16.00 78.0 25.9 
Minor Lines of Confectionery............... 12.00 53.3 43.8 
Women’s Clothing (3)... 14.00 12.6 19.4 
Men’s Furnishings (2)...................... 14.00 78.7 57.3 
Muslin Underwear (2)... .... 14.00 47.1 43.2 
Druggists’ Preparations...................- 13.00 42.7 35.8 


100 


* One decree covered both men’s clothing and men’s raincoat factories. 


** Based on average weekly earnings. 


The figure after the name of the occupation refers to the number of the decree, whether second or 
third. If no number appears, the decree was the first. The amount listed under “rate” is the sum 
nearest in even dollars to the sum named in the decree. 


as $9.00. In 1915 nineteen per cent 
were earning this sum or more. These 
are really significant wage changes. 
Furthermore, in 1914 and 1915 there 
were no general increases in wages com- 
parable with the changes in this occupa- 
tion. 

The retail store decree is another of 
the few which have been especially in- 
vestigated to determine the effects of 
the minimum rates. The investiga- 


tion was commenced immediately after 
the decree went into operation on 
January 1, 1916.*% Information con- 
cerning the rates of pay and actual 
earnings was obtained for 917 stores 
for one week before and for one week 


after the decree went into effect. In | 


* Minimum Wage Commission, Preliminary 
Report on the Effect of the Minimum Wage in 
Massachusetts Retail Stores, 1916, Bull. No. 1%, 


se & 


By 
i 
i 
= 
} 
| wo! 
Ap wo 
i it | 
wa 
c0! 
Sir 
wa 
co) 
| wi 
| 
ih 
passim. 


| addition payroll records were also 
secured for the first week in February, 
1914, 1915, and 1916 from fourteen 
stores which had been included in the 
investigation of 1914. 
m About two-fifths of all the women 
and girls employed as full-time workers 
in the stores from which information 
was secured had received increases in 
wages about January 1. Not all of 
these had received enough to bring their 
wages into conformity with the mini- 
mum rates. There were also nearly 
1000 new workers who had been put to 
work at the newly established minima 
or at higher rates. Some of these 
would probably have been paid less if 
it had not been for the decree. The 
wages of fifteen women in those stores 
conforming to the rates were reduced. 
Since the same proportion of reductions 
was found in the stores which had not 
conformed to the decrees, as in those 
which had, it is not true that accept- 
ance of the decree tended to reduce the 
wages of the more highly paid workers. 
There were also about 1000 women 
whose wages were not yet equal to the 
minimum rate who eventually re- 
ceived increases. Of the women and 
girls who had received increases at this 
time fifty-eight per cent received in- 
_ creases of at least $1.00, forty per cent 
received increases of at least $1.50, 
seventeen per cent received increases of 
at least $2.00, and thirteen per cent 
received increases of $2.50 or more. 
It is true that wages were increasing 
generally at that time. Other causes 
than the decree contributed to these 
wage changes. The extent to which 
wages might have risen if there had 
been no decree is indicated somewhat 
by the fact that in those stores which 
_ did not conform to the commission’s 
recommendations twenty-three per cent 
of the women received increases. In 
| those stores in which wages were so 
high that the employers did not need to 
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change their rates in order to conform, 
twenty-one per cent received increases. 
It may be true, therefore, that one 
woman in five would have received an 
increase regardless of the minimum 
rate. As a matter of fact, in those 
stores which had raised their wages in 
conformity with the decree, forty-six 
per cent, nearly half, had received an 
increase. Furthermore, it may also be 
true that the decree was a stimulus to 
increase wages in those stores which 
refused to comply and in those stores 
which were already in compliance as 
well as in the other stores. An em- 
ployer usually finds it impossible to 
maintain a desired wage scale apart 
from market fluctuations. This is as 
true with unskilled women under a 
minimum wage law as with other 
labor. An employer who has a policy 
of paying the lowest wages possible 
would find it less easy to maintain his 
old rates after a minimum wage decree 
had become effective. Likewise, an 
employer who pays wages above the 
market sees this differential disappear 
under the stimulus of a minimum wage 
decree unless he raises his own wages. 

It is clear that about one-half of the 
women in the industry had not ex- 
perienced any change in wages at all. 
This would tend to show that no 
general horizontal increase would have 
occurred. Over ninety per cent of 
those women who had received in- 
creases were employed by firms which 
had been compelled to make changes 
in pursuance of the decree. In these 
stores only 1.6 per cent of the women 
employed were being paid at rates less 
than the minimum. In those stores 
which had not conformed, forty-eight 
per cent of the women were employed 
at less than the minimum. The wage 
situation in these latter stores had 
improved but little since 1914. Later 
investigations of retail stores showed 
that wages responded very slowly to 
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war influences. An inspection made 
in 1917 caused the commission to 
observe: 

No general increase in wages above the 
‘established minimum ... has occurred 
in retail stores, even in cities where there is 
known to have been a marked increase in 
wages in other industries. 

We see about the same results when 
we compare the wages for the first 
week in February for the years 1914, 
1915 and 1916. As there were only 
fourteen stores entering into this 
comparison the results have only a 
limited application. 


Weexty Rares ror rae First Weex Fesrvary, 1914, 1915, 
AND 1916, Reram Srores 
(The decree became effective January 1, 1916) 


before in the case of the more 
paid women. It is also probably tre 
that the wage changes prior to 195 
were due in part to the investigation ¢ 
the commission and the creation of th 
wage board. The employers began ty 
set their houses in order even befon 
the rates went into effect. 

It seems justifiable to conclude that 
there was a general increase in wage 
in those establishments which obaalia 
the decree; that the increase would no 
have been so general except for the 
fixing of these rates; and that th 


wages of the more highly paid workers, 


Percentage of Women with Rates 
Year 
Less Than $12 and 
85 86 87 &8 $10 Over 
ee 18.0 19.1 30.6 43.7 80.2 10.0 
8.4 17.3 26.8 39.9 78.3 12.0 
6.1 12.9 18.6 76.3 13.3 


Insofar as these figures portray the 
true situation, it seems that there was 
undeniably an increase in wages in 
motion before the decree went into 
effect and because of reasons other 
than the operation of the minimum 
wage law. There was a noticeable rise 
in wages between 1914 and 1915. 
However, it will be noticed that the 
increase between 1915 and 1916 was 
considerably greater than the increase 
in the preceding year; also that this 
increase came in the wages of the more 
poorly paid workers. The rate of 
increase was probably no greater after 
the decree than it was before in the 
case of the better paid women. It was 
much faster after the decree than it was 

% Minimum Wage Commission, Fifth Annual 
Report, 1917, pp. 35-36. 


while not rising in the same proportion 
as those of the lower paid workers, rose 
somewhat as the result of the decree. 

Other industries do not show the re- 
sults so satisfactorily. The chief reasons 


for this, as I pointed out at the begin- 
ning of this chapter, are that the! 
situation was complicated by forces 
other than the minimum wage rates 
and that investigations as extensive 
as the two just described have not 
been made. Nevertheless, some of the | 
available data will be presented for 
what they are worth. 

The women’s clothing decree recom- 
mended a normal rate of $8.75 per week 
to become effective February 1, 1917. 
No data showing the wage situation 
just before the decree went into force 
exist, but wage changes between the 
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re investigation and the inspection in 1917 
could be found in twenty-seven fac- 
tories which permitted the securing of 
comparative data. The number of 
women who were being paid at rates 
less than $6.00 had declined from 
ty-three per cent in 1915 to only 
cent in 1917.7 In 1915 there 
ude tha| were fifty-four per cent receiving rates 
less than $8.00. In 1917 this number 
roe had fallen to sixteen per cent. How 
many of these wo..en would have 
received increases i’ there had been no 
decree is unknown. It is certain that 
worker, | some would have. It is equally certain 
that the general upward trend in wages 
would not have been sufficient to raise 
the median approximately $2.00, as 
was done. 
== =| Two decrees went into effect in the 
winter of 1918. These were in the 
——)/ men’s clothing and raincoat industry 
and | and the men’s furnishings industry. 
Over They both recommended rates of 
——| $9.00 for normal workers. No in- 
0.0 formation as to wage changes is avail- 
0 able in regard to the latter industry 
beyond that given in the table on page 
48. In the clothing and raincoat 
ortion trade, however, the following changes 
s, rose took place between the time of the in- 
lecree, vestigation made in 1915 and the first 
he re. inspection made immediately after the 
“asons | decree went into operation.** In 1915, 
in-| thirty-three per cent of the workers in 
t the! the clothing factories and thirty-seven 
forces per cent of the workers in the raincoat 
rates factories were being paid at rates less 


» not ® Minimum Wage Commission, Fifth Annual 
f the Report, 1917, pp. 36-38. 
if _ Tt may be noticed that the figures for the 
all | earlier years do not correspond in all cases with 
the figures presented in Chapter II. This is due 
com- tothe fact that the figures in this chapter apply to 
week of the industry. The figures showing 
the results of the women’s clothing decree, for 
- instance, include twenty-seven factories. The 
ition —— earlier investigation included thirty-six. 
orce! Minimum Wage Commission, Sizth Annual 
the Report, 1918, p. 31. 
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than $7.00 per week. In 1918 there 
were only six per cent in the clothing 
factories and none in the raincoat 
factories receiving rates less than this 
sum. In 1915, twenty-three per cent 
of the women in the clothing factories 
and twenty-five per cent in the raincoat 
factories were scheduled as receiving as 
much as $9.00. After the decree be- 
came effective these figures were 
seventy-eight per cent of the women in 
the clothing factories and eighty-six per 
cent of those in the raincoat establish- 
ments. As in the women’s clothing 
industry, these figures for the two 
periods are comparable as they relate 
to identical factories. The following 
statement was made by the com- 
mission: 


Comparison of wage rates at the time of 
reinspections with the rates for the same 
firms at the time of the original investiga- 
tion has generally shown a material ad- 
vance. While other factors have con- 
tributed to wage increases, the evidence at 
hand indicates that compliance with the 
Commission’s decrees has had a definite 


influence. 


The wholesale millinery decree rec- 
ommending a rate of $11.00 on Jan- 
uary 1, 1919, also had an appreciable 
effect on wages. The original wage 
inquiry in this industry was made in 
1916. A supplementary investigation 
was made in the summer of 1918. 
This investigation revealed “‘little im- 
provement in wage conditions since 
the original investigation was made.” *° 
Consequently, a considerable part of 
the increase is ascribed by the commis- 
sion to the operation of the decree. 
In 1916 thirty-eight per cent of the 
women in wholesale millinery establish- 
ments were being paid at rates less 
than $8.00 a week. In 1919 there were 


Tbid., p. 35. 
* Minimum Wage Commission, Sizth Annual 
Report, 1918, p. 18. 
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only four per cent receiving less than 
this sum." In 1916 only ten per cent 
were receiving rates of $12.00 or more. 
Three years later sixty-five per cent 
were earning $12.00 or more. 

If other causes of wage changes at 
this time could be eliminated we would 
be able to see the effects of the mini- 
mum rates. The problem is one of 
estimating the extent to which wages 
would have risen without the mini- 
mum wage decrees. To know how 
much wages in general rose from 1915 
to 1920 is not of much value, because 
we are here concerned with a peculiar 
type of labor confined to a few indus- 
tries and to a relatively limited locality. 
The commission has made several in- 
vestigations in industries in which 
wages were so low as to warrant wage 
boards, but in which the work of the 
boards was delayed. The supplemen- 
tary investigation in the candy indus- 
try showed that the median wage 
(average weekly earnings) had ad- 
vanced from between $5.00 and $6.00 
in 1913 to between $8.00 and $9.00 
in 1918.% There had been an advance 
of about $3.00 in weekly rates. In the 
corset industry the median (average 
weekly earnings) rose from between 
$6.00 and $7.00 in 1913 to between 
$10.00 and $11.00 in 1919.% In the 
paper box industry the median showing 
the average weekly earnings rose from 
between $6.00 and $7.00 in 1914 to 
between $10.00 and $11.00 in 1919.™ 
It is apparent that in these industries 
there was a considerable increase in 
wages. In millinery shops, on the 
other hand, such changes did not occur. 
The wages of labor directly affected by 
minimum wage legislation are so far 

* Minimum Wage Commission, Seventh Annual 


Report, 1919, p. 50. 

® Minimum Wage Commission, Sizth Annual 
Report, 1918, pp. 22-24. 

% Minimum Wage Commission, Seventh An- 
nual Report, 1919, pp. 13-18. 

Tbid., pp. 19-21. 


from being standardized that it is ng 
safe to infer that wages rose in all jp. 
dustries as they did in a certain fey, 
The figures of the Bureau of Statistic 
of Massachusetts show that the jp. 
crease in wages in certain of these jp. 
dustries was considerable. Wages of 
women in similar circumstances jy 
New York State underwent increases of 
equal importance.” Another featyup 
that should be mentioned as bearing o 
this problem is the fact that in many 
industries the increase in wages has not 
stopped even after the decree has beep 
in force for some time. Wages have 
tended to increase even after the decree 
would seem to have lost its influence. 
In sixteen of the women’s clothing 
shops, for instance, there were only 9% 
per cent of the women earning rates of 
$10.00 or over in 1915 before the decree 
became effective. This percentage in- 
creased to fifty-two in 1917 after the 
decree went into effect. In 1918 wages 
had risen so that eighty-eight per cent 
were earning rates of $10.00 or more.” 
It is difficult to see how the minimum 
rates could effect important increases 
some time after the decree had gone 
into effect and in this way cause changes 
in wages much higher than the rates 
recommended. The cause must have 
been other than the minimum wage 
law. It is apparent, therefore, that 
wages, even of unorganized, unskilled 
female labor in these notoriously low- 
paid industries, were rapidly rising. 
While the minimum rates probably had 
some temporary effects their influence 
in many industries was lost in the 
operation of other and greater forces. | 
So far as giving light on the effects of a 


% Commonwealth of Massachusetts, Bureau of 
Statistics, Statistics of Manufacturers, issued 
annually, 1915 to 1919. 

% State of New York, Department of Labor, — 
Special Bulletin No. 92, February, 1919. Weekly — 
Earnings of Women in Five Industries, pp. 5-6. | 

%7 Minimum Wage Commission, Seventh An 
nual Report, 1919, pp. 42-43. 
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minimum wage law on wages, most of 
these decrees issued between 1915 and 
1920 are, consequently, of little value. 

However much the situation was 
clouded by the general increase in 
wages before 1920, after this year such 

as occurred in wages were 

bly the result of the minimum 
rates. More than this, as the general 
tendency of wages was downward until 
1922, the minimum rates may have 
been very effective without necessarily 
causing an increase in wages. Their 
function may have been simply to re- 
tard the fall. After a revision of a 
minimum rate downward we would 
naturally look for a corresponding 
decrease in wages. 

In 1921 the commission tried to raise 

in two more industries. These 
were the building cleaning and minor 
lines of confectionery industries. The 
year 1921 was a trying time for mini- 
mum wage work. Employers were 
striving to scale down their wages. 
Wage boards were reluctant to recom- 
mend rates which really reflected the 
cost of living. Compliance was very 
grudgingly given. Any increase in 
wages that occurred as the result of the 
decrees in these two industries repre- 
sents a real achievement. 

The second decree for the cleaners 
of offices and other buildings became 
effective February 1, 1921. It recom- 
mended rates of $15.40 per week for the 
women who worked a full week, and 
thirty-seven cents per hour for those 
who worked less than forty-two hours 
a week. The prevailing hourly rates 
in 1920, were thirty cents and thirty- 
two cents in conformity with the 
original decree for this industry.** 
Eighty per cent of the women were 


* Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
Enforcement of Minimum Wage Decrees in Massa- 
chusetts for the Year Ending November 30, 1921, 
pp. 4-5, and Table 14. Unpublished manuscript. 


receiving these rates. After the cur- 
rent decree became effective, naturally 
the rate was raised to thirty-seven cents 
per hour in so far as the terms of 
the decree received compliance. As 
this was one of those industries 
in which satisfactory compliance was 
not secured, all women did not receive 
the new rate. Nevertheless, important 
increases in rates are indicated by the 
information available. Four-fifths of 
the women were receiving rates of 
thirty-six cents an hour or over at the 
time of the first inspection in 1921.” 
Even those women who did not receive 
the minimum rate received some in- 
crease in wages. After the decree of 
January 1 went into operation only 
eight-tenths of one per cent of the 
women received rates less than thirty 
cents an hour. The number earning 
$12.00 or more increased from fifteen 
per cent to thirty-four per cent. Here 
we have a good picture of what the 
minimum wage can do. The effect of 
war conditions on wages can be largely 
eliminated at this time. As we are 
concerned with hourly rates, we can dis- 
miss the effects of unemployment and 
irregularities in piece rates. It is ap- 
parent, then, that the minimum wage 
in this industry raised the prevailing 
hourly rate of women from thirty or 
thirty-two cents to about thirty-seven 
cents. 

The other decree going into operation 
in 1921 was in the minor lines of con- 
fectionery and food preparations in- 
dustry. As the normal rate was only 
$12.00 one would not expect its effects 
to be very pronounced. Nevertheless, 
we can observe a substantial increase 
in wages.'°° The latest figures we 


** Unfortunately no compilation of those re- 
ceiving thirty-seven cents per hour can be made 
as the records show wages at two-cent intervals. 

10° Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
Enforcement of Minimum Wage Decrees in Massa- 
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have with which to compare the wages 
received after the decree are figures 
obtained in 1919. The median average 
weekly earnings for the period of four 
months from July through October, 
1919, was between $9.00 and $10.00.!% 
The median average weekly earnings for 
the month of November, 1921, was be- 
tween $11.00 and $12.00. Before the 
decree (in 1919) seventy-three per cent 
earned on the average less than $12.00. 
After the decree, only fifty-six per cent 
earned on theaverage less than this sum. 
In considering scheduled rates rather 
than average earnings, we find that the 
increase shown is smaller.'” It is true 
that wages were rising generally in 
1919, but on the other hand, they were 
falling in 1921. The latter disturbing 
factor may be taken roughly as an 
offset to the other in drawing conclu- 
sions from this comparison of wages at 
the two dates. 

We find here also an illustration of 
the results of recommending rates for 
learners and minors much below the 
normal. This decree contained sup- 
plementary rates as low as $8.00. In 
spite of the fair compliance which this 
decree secured over two-fifths of the 
women were still scheduled to receive 
less than the amount estimated as neces- 
sary to provide a decent standard of 
living. 

Information pertaining to the re- 
sults of the six new decrees which went 
into force in 1922 is also disappointing. 
Wage statistics do not show that the 
decrees accomplished much toward in- 
creasing the income of the women. It 


chusetts for the Year Ending November 30, 1921, 
pp. 8-9. Unpublished manuscript. 

1 Minimum Wage Commission, Seventh An- 
nual Report, 1919, pp. 26-30. 

1® The number of women receiving rates less 
than the normal minimum rate ($12.00) before 
the decree was fifty-three per cent of the total 
number. After the decree, this number had 
fallen to forty-four per cent. 


must be recognized, however, that this) ™ 
is largely because of the lack of adequaty, 
data. The evidence, at least, does ng 191 
show that the rates were ineffectiy. | ™ 
In 1922 we had two of the relativelyray| * 
instances of a mimimum wage decr»| 
recommending a normal rate less thay 
the rate in an earlier decree for the same 
industry. This happened when the 
women’s clothing and paper box de. 
crees were revised downward. The 
$15.25 rate in the former industry be 
came $14.00 on May 15, 1922, and the 
$15.50 rate in the latter industry be. 
came $13.50 on the same date. These 
reductions were both followed by a smal] 
decrease in wages. 

The other four decrees of this year, 
1922, recommended increases in rates, 
Let us consider the figures relative to 
but one of these, the second retail store 
decree. This decree became effective 
June 1, 1922, recommending that a 
normal rate of $14.00 should supersede 
the old rate of $8.50.'% An investi- 
gation covering the period from June, 
1922, to April, 1923, gives us the facts 
of the wage situation after the new 
decree.'* We encounter our familiar 
difficulty again in having no recent 
wage figures with which these wages of | 
1922-1923 can be compared. The 
latest investigation prior to the new 
decree had been made in 1919. As 
before we can assume that while wages | 
were rising after this inspection of 1919, 
they were falling between 1920 and 


1922.'% In 1919 the median rate 


10 Although only two official decrees have been 
issued for retail stores, the commission on recom _, 
mendations of the retail store wage board in 
November, 1918, requested employers to adopt, 
$10.00 as the minimum rate. This was never 
issued as a formal decree. Minimum WageCom 
mission, Sizth Annual Report, 1918, pp. 27-28. 

1% Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, | 
Enforcement of Minimum Wage Decrees in Massa- 
chusetts in 1922. Unpublished manuscript. 

1% Although the second investigation made no 
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was between $11.00 and $12.00.'% In 
1922 it was very nearly $15.00. In 
1919 only twenty-two per cent of the 
women were scheduled to earn as much 
as $14.00. In 1922, sixty-eight, per 
cent earned this amount. It is reason- 
able to attribute a part of this increase 
in wages to the minimum rates. 

The only recent decree concerning 
the effects of which we have any infor- 
mation is the one for bakeries. The 
commission is so handicapped by lack 
of funds that it has not been able to 
collect satisfactory data showing its 
own accomplishments. The commis- 
sion attempted to ascertain the effects 
of the bakery decree by comparing 
wages in 18 establishments in 1925 
after the rates had gone into effect with 
wages in these same firms in 1923.'% 
In 1923 twenty-one per cent of the 
women in these bakeries were receiving 
weekly rates less than $12.00. Two 
years later this percentage had fallen 
totwelve. Wehavealready noted from 
the table at the beginning of this chap- 
ter that the number receiving rates less 
than $13.00, the official minimum rate, 
fell from thirty-five per cent to twenty- 
two percent. The number earning less 
than $15.00 declined from sixty-four per 
cent to fifty-five per cent. These wage 
changes are not spectacular, to be sure, 
but they do show that the decree had 
some beneficial results. 

The effectiveness of the law should 
not be judged solely by such statistics. 
a The fact that its accomplishments 

cannot be accurately measured is not 
sbeen Proof that there were no accomplish- 
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attempt to secure wage records of the same women 


rd in | whose records were secured in the earlier study, 
xdopt the two investigations covered a sufficiently large 
Ca group of workers to nullify to a great extent dis- 
7" crepancies arising from this omission. Rates 

* | were secured for 11,211 women in the first in- 


part- spection and for 13,979 in the second. 
or, | Minimum Wage Commission, Seventh An- 


Report, 1919, pp. 39-41. 
‘’ This information has never been published. 
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ments. The presumption is in favor 
of the efficacy of the rates. The table 
at the beginning of this chapter (page 
48) shows the large proportion of 
women who have been earning less 
than the legal rate prior to its issuance. 
The minimum rates recommended in 
the decrees have usually been substan- 
tially higher than the rates received 
by the great majority of these women at 
the time of the wage inquiries conducted 
by the commission. There are cer- 
tain exceptions in the lower rates for 
sub-standard workers, and in the rates 
which have been lower than previous 
minima. The inevitable conclusion is 
that the market rates have risen to 
meet the legal rates. Unless other 
forces have caused wages to rise before 
the influence of the decrees has been 
felt, the rates have been a factor in 
giving the workers better conditions. 
It is no argument against minimum 
wage legislation in general that other 
forces at a particular time did inter- 
vene and tend to supplant the law. 
The attitude of the employers in de- 
nouncing the law because of ill effects 
on their business is also some indication 
that the minimum rates have caused 
an increase in wages. Wage board 
deliberations also assume that wages 
follow the new rates. This assumption 
is necessarily faced in considering the 
effects of a proposed rate on the financial 
condition of an industry. 

It is an interesting fact that merely 
investigating an industry has some 
effect on wages. The study of indi- 
vidual payrolls, and the publicity 
given to industrial conditions serve to 
influence the wage rates. The com- 
mission has observed;'%* 

It sometimes happens that employers 
anticipate the entrance of a decree or even 
the establishment of a wage board by 
increasing rates directly following an in- 

108 Minimum Wage Commission, Seventh An- 
nual Report, 1919, p. 55. 
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vestigation of their industry. Reinvesti- 
gations made within a few months of the 
original one have usually shown such ad- 
vances, indicating that the wage inquiry of 
itself results in stimulating rates. 

Mr. Arthur C. Comins, himself an 
employer and a former member of the 
commission has 

The decree followed by inspections un- 
questionably improved conditions under 
some employers; the posting of a notice or 
the mere imminence of a payroll examina- 
tion tended to make other employers turn 


from more pressing problems and examine 
and revise their payroll columns. 


Wages in other industries may even 
be affected, although such tendencies 
cannot be estimated. 

The fact that the minimum wage 
decrees have brought the wages of a 
large number of women up to a higher 
level is not the sole measure of the suc- 
cess of the law. One of the most com- 
mon criticisms of the legal minimum 
wage is the familiar dictum that “the 
minimum tends to become the maxi- 
mum.” What validity is there in this 
contention? 

The alleged fear of the opponents of 
such legislation that the wages of the 
more highly paid workers would be 
reduced does not seem to have had 
foundation in fact. It is true that the 
decrees have occasionally caused em- 
ployers to revise their systems of wage 
payments. In this general revision, it 
has sometimes happened that certain 
piece-rates have been found to be un- 
duly high and have consequently been 
reduced. Occasionally, also, compli- 
ance with the decrees has necessitated 
ehanges in the method of payment so 
that one or two women would find 
themselves unable to earn as much as 
before. Such instances are merely in- 

cidental to the reorganization brought 
10 Special Commission . . . on the Minimum 
Wage, Testimony taken at the third hearing. 
Unpublished manuscript. 


unimportant. I was also told by og, tio® 


about by the rates and are relative! barf 
tain opponents of the law that seven) wag 


firms deliberately recouped themselyg, sit] 
for the burden of raising the wages g| mo 
the poorer workers by lowering {jy| the 
wages of the more highly paid wome,| the 


- 


I could not find a single authent) 
instance of this, however. 

In the building cleaning industry the 
rates fixed in the decrees have appar. 
ently become the rates paid to th 
great majority of the women. Th 
minimum rate has tended to become the 
standard. This development is dy 
partly to the fact that the whole indus. 
try consists largely of one occupation 
with little opportunity for differentia. 
tion of wages between women in differ. 
ent tasks. Another reason is the fact 
that of all industries considered, build. 
ing cleaning employs the lowest grade 
of labor from the standpoint of skill. 
No experience and no ability beyond a 
certain physical strength is required. 
This is the only industry in which there 
have not been special lower rates for 
learners and minors. They are not 
needed here. The work is also almost 
entirely time-work. In other industries 
the piece-rates are set high enough to | 
permit the slower workers to earn the 
minimum rates. The speedier workers 
consequently, are able to earn more. 

So far from decreasing the wages of 
the more highly paid workers, the 
minimum rates have seemingly in- 
creased them almost as much as the 
rates of the more poorly paid women. 
Evidence similar to that relating to the | 
brush industry exists in the case of ‘ 
most industries where there is any - 
evidence at all."° The explanation of 
this certainly is troublesome. Why : 


should an employer if he has the 

0° In the brush industry the number receiving | ' 
rates of $9.00 or more was only six per cent before ¢ 
the decree, but was 11 per cent after. Supra , 
p. 47. 
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rates whereby their differential is 
preserved. The forces that produced 
of his more highly paid women the differential before the decree went 
remsely simply because he increases those of the into operation are still influential after 

more poorly paid women? In fact, if the modal rate has been advanced. 


relat; ining superiority which the agita- 
ld by _ tion for the law assumes, increase the 


ring . the minimum rate is recommended by The fact that such wide variations 
| Women, | the commission on the assumption that exist in wages between different occupa- 
tions and different individuals within 


it is an approximation to the amount 
necessary to provide an adequate 
ustry the| standard of living, and if the employer 
€ appay.| has the opportunity to pay wages 
ically at his own will, why does he 
N. The! not consider the rate recommended to 


ome the| be the proper one for the industry and 
is dy| make it the most prevalent one? workers cannot be raised relative to the 


The answer seems to be two-fold. wages of other workers without causing 
, In the first place, the manufacturer or discontent. Eventually it may be 
erentis.| merchant cannot reduce the wages of necessary to raise the wages of all. 
n differ.| many of his better workers even if he There is no reason why women whose 
the fact) Would because so many of them are on superior ability and bargaining power 
, build.| piece-rates. To fix piece-rates high have enabled them to earn more than 
t grade| enough to permit the slowest workers their sisters before the minimum rate 
toearn the minimum affords an oppor- became effective should permit this 
tunity to many women to exceed the differential to disappear because of the 
minmum. In the second place, the introduction of a living wage for all 
h ther | employer is not in a position to fix women. Custom and tradition even 
tes for| the wages of many of his workers irre- with unskilled women are forces tend- 
re not | spective of their wishes. Many ofthe ing to preserve whatever differentials } 
almost! Workers do have some bargaining may have existed between different 
ustries| power. At least they have enough so groups of workers. The labor of the 
that they can not only successfully better paid women still secures a higher 
rn the tesist reductions in their wages at a valuation by the employer than does 
orkers | time when the wages of other women _ the labor of the more poorly paid group 
more, are being raised, they can also fre- whatever the general level of wages 


one factory or between different fac- 
tories is not due entirely to chance and 
the employer’s conscience. Conse- 
quently, as frequently happens with 
other types of labor, the wage rates of 
certain occupations and of individual 


ges of | quently secure an increase in wage may be. 

the 
CHAPTER VII 
| Resvutts or THE Law (Continued) 
0 


Perhaps the most common argu- 
ments against the legal minimum wage 
are that it injures an industry finan- 
cially and also causes the discharge of 
many employes. The burden of the 


se of | _ Effects of the rates on wages are not 
| the sole criteria by which we can pass 

yn of Judgment on the desirability of mini- 
Why ™mum wage legislation. It is inevitable 
the that such interference in business 


eiving 


should have consequences other than 
wage changes. Some are beneficial; 


efore others are not. Let us consider certain 
so-called evils of the minimum wage. 


Supra 


higher wage scale thus reacts to the 
detriment both of the employer and of 
hisemployes. The employer is injured 
because his costs of production are 
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increased. In the production of goods 
subject to interstate competition the 
employer hiring labor under a mini- 
mum wage law is consequently at a 
disadvantage compared with those 
employers who can secure their labor 
in an unrestricted market. Even 
though his products do not enter inter- 
state trade, the employer must raise 
his selling prices to compensate for 
his increased costs. This means a 
reduced volume of sales. The result 
is substantially the same as though he 
were competing with employers in 
other states. Production must be 
curtailed or even discontinued. The 
employes are injured because many of 
them will not be able to produce 
enough to earn the increased wages 
and thus will be thrown out of employ- 
ment. Presumably there are fewer 
jobs for the less efficient women at 
high than at low wages, other things 
remaining the same. There is also a 
tendency for workers in other indus- 
tries to flock to those protected by a 
decree in order to secure the artificially 
higher wage. The poorer workers 
will thus be displaced. Such is the 
substance of the a priori argument 
against the legal minimum wage. It 
would seem to be founded on sound 
logic. The real question is whether 
these results actually occur to a degree 
sufficient to condemn the law. 

The effects of the first brush decree 
in particular have been the subject of 
much controversy. The president of 
the largest brush manufacturing firm 
in the state testified before the Recess 
Commission that the decree compelled 
them to give up the production of 
low-grade brushes. These brushes 
were made by the most poorly paid 
women. He said: 


1 Special Commission on . . . the Minimum 
Wage, Testimony taken at the sixth hearing. 
Unpublished manuscript. 


Brush manufacturers here cannot coq, 
pete on these lines with brush manyj, 
turers in other states having open market fp fact 
labor. When that law was put in force g, paid 
Company stopped making lowest prigg\ to ' 
brushes, and decreased the working force by thire 
400 work people. The Minimum Wage], 1! 
was the only cause of decrease in workey| yest 


The Industrial Betterment Cop,| 
mittee of the National Association gf ™ 
Manufacturers also has stated," chat 

The application of the minimum way that 
law to the brush-making industry in Magy, 
chusetts has led to the following resyl. = 
Practically every employee affected by th 191 
law has been discharged. na 


A pamphlet signed by three employ. o 
ers purporting to be the executive) fol} 
committee of an association of most of) oon 
the merchants and manufacturers | 
Massachusetts enumerates other evils) ; 
of this decree."* At the outbreak of 
the war, the brush industry went 
through a severe period of depression 
because of inability to secure ade 
quate supplies of bristles. As soon as 
the industry had weathered this diff- 
culty, however, it revived greatly 
throughout the country. The demand | bel 
for brushes greatly increased, but the! fro 
report speaks of the “deplorable in- oq 
ability of Massachusetts brush fae-| dis 
tories to compete in any way for this) wo 
extraordinary new business because of} g¢ 
the operation of the Minimum Wage | 
Law.” The assertion is made that 49 
the admitted increase in capital and th 
the value of the product was due en- m 
tirely to rising prices. The pamphlet de 
claims that many men were also thrown a¢ 
out of employment because their work | de 
depended on the employment 


It 

12 National Association of Manufacturers, 

Proceedings of the Twentieth Annual Convention, 
1915. Report of the Industrial Betterment Com th 
mittee on the Legislative Minimum Wage, p. 119%. 
43 Executive Committee of Merchants and, ™ 
Manufacturers of Massachusetts, The Minimum M 
Wage a Failing Experiment, pp. 22-27, 35-31. th 
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mnnot _ It was alleged that in one 
ie sae the total amount of wages 
ta paid to women and minors subject 
®t to the decree decreased over one- 
Force commission made a special in- 
n igation of the results of this decree 
after it became effective. The 
commission concluded that few of the 
us charges made by critics of the law were 
based on actual facts."* It was true 
Wage! shat the brush industry had been 
n Mase through a period of depression late in 
Fi 1914. But the industry seemed to be 
ina more healthy condition at the be- 
ginning of 1915 than it was two years 
employ.) hefore. The commission found the 
xecutive| following significant facts from figures 
most of compiled by the Massachusetts Bureau 
urers of) of Statistics:"* The capital invested 
er evils) jp this industry increased about 
wreak of| nineteen per cent between 1913 and the 
Y Went} |atter part of 1914 after the decree had 
become operative. The value of stock 
e ade-| and materials used and of the product 
3000 as} had also increased. There was no gen- 
is diff-| eral price increase at that time sufficient 
greatly | to account for these changes. The num- 
lemand| ber of establishments also had increased 
rut the| from twenty-seven to thirty. While the 
ble in- commission found some instances of the 
h fac- discharge of women, the total number of 
or this’ women and minors in the industry had 
use of actually increased. Even the firm allud- 
Wage | ed to above as the one which discharged 

> that 400laborers was employing more women 
ul and than it was in 1913.. The number of 
ue €i- men employed, on the other hand, had 
aphiet decreased. It was hardly possible, 
hrown according to the commission, that the 
work | decrease in the number of men employed 
it of | was caused by the discharge of women. 
It was but an aspect of the general un- 


‘turers, 
“Minimum Wage Commission, The Effect of 
>. 119. the Minimum Wage Decree on the Brush Industry 
- and in Massachusetts, 1915, Bull. No. 7, passim. 
timun | _™ Bureau of Statistics of Commonwealth of 
g5-37, Massachusetts, Statistics of Manufactures for 
| the Years 1913, 1914, and 1915, passim. 
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employment in all industries. The 
commission concluded: 


It is obvious, therefore, that for this in- 
dustry the establishment of minimum wages 
has not had the effect at times prophesied 
for it, namely, of throwing many women 
and minors out of work and encouraging 
instead the employment of men and the 
few skilled women. 


There was no indication, therefore, 
that the operation of this decree had 
seriously injured the industry. Pro- 
duction was not curtailed. No great 
number of women was discharged. 

According to certain opponents of 
the law the retail store industry also 
was dealt a severe blow by the estab- 
lishment of the minimum rates. The 
ill effects were seen most vividly in the 
large number of women discharged. 
Theclaim wasmade that eleven per cent 
of the girls in eight leading department 
stores in Boston were discharged when 
the first decree became effective."’ 
This ratio was typical of the industry 
throughout the state. Similar allega- 
tions were made and emphasized at the 
hearings of the Recess Commission. '"* 

The number of store employes did 
undoubtedly decline about the time 
the decree of January 1, 1916, went 
into operation. In the first week in 
February, 1916, the number of full-time 
women and girls permanently employed 
in department and dry-goods stores 
was 4.6 per cent less than the number 
employed in the first week in February, 
1915, and 10.7 per cent less than the 
number employed the first week in 


6 Minimum Wage Commission, The Effect of 
the Minimum Wage Decree on the Brush Industry 
in Massachusetts, 1915, Bull. No. 7, p. 12. 

47 Executive Committee of Merchants and 
Manufacturers of Massachusetts, op. cit., pp. 
32-33. 

48 Special Commission on . . . the Minimum 
Wage, Testimony of Mr. Lunt, counsel for the 
employers, and of Mr. Alexander Whiteside of 
the Massachusetts Retail Merchants’ Association 
at the seventh hearing. Unpublished manuscript. 
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February, 1914."° The total amount 
paid in wages in 1916, however, ex- 
ceeded that paid in the earlier years. 
The decline in the number employed 
was due partly to the general trade 
conditions and partly to a movement 
toward greater store efficiency which 
eliminated messengers, cash girls, and 
workers at certain other low-paid tasks. 
This tendency had been noted in the 
investigation in 1914.'2° It could not 
have been a phenomenon caused pri- 
marily by the decree, although it is 
possible that the decree accelerated it. 
It is difficult to see how the decree 
could have caused women to be dis- 
charged in 1914 and 1915 as it did not 
go into operation until January 1, 1916. 
Furthermore, the decrease in the 
number of salesgirls, to whom the 
normal rate of $8.50 most generally 
applied, was greater before the decree 
than it was after. There was a change 
of only one per cent in the number of 
salesgirls between the first week in 
February, 1915, and the first week in 
February, 1916." The number of 
discharges which occurred in January, 
1916, after the decree became effective, 
was no greater than that which occurs 
every year. Many girls who have been 
taken on as extras are always released 


48 Minimum Wage Commission, Preliminary 
Report on the Effect of the Minimum Wage in 
Massachusetts Retail Stores, 1916, Bull. No. 12, 
p. 21. 

2 Minimum Wage Commission, Wages of 
Women in Retail Stores in Massachusetts, 1915, 
Bull. No. 6, p. 18. 

4% The number of salesgirls decreased about 
five per cent between the first week in February, 
1914, and the first week in February, 1915, and 
one per cent from 1915 to the first week in Feb- 
ruary, 1916. The number of messengers and 
bundlers decreased about thirty-three per cent be- 
tween 1914 and 1915 and about twenty-five per 
cent during the following year. The figures have 
only a limited application, however, as they 
concerned merely fourteen stores. Minimum 
Wage Commission, Preliminary Report on the 
Effect of the Minimum Wage in Massachusetts 
Retail Stores, 1916, Bull. No. 12, p. 23. 


after the holiday rush. There doy, 1 
seem to have been more in 1916 than) 
other years. dis 
There is further evidence that 4) Pl! 
unfortunate results of the decree 4) ™ 
scribed by the opponents of the laygs 1! 
not actually occur. Shortly after ha 
decree went into operation the Su 


Social Union—a federation of twenty. 
settlement houses—appointed a 
mittee to investigate the effects of th) ™ 
law on the employment of girls andy 
assist any who might suffer through log 
of work. This committee served durj 
most of 1916. It solicited informy. 
tion from the Minimum Wage Con. 
mission, from the stores themselves 
and from various social agencies. Ty 
stores were found which claimed to hay 
discharged thirty-five and seventy-fix 
employes respectively. In none 
the other stores visited had there bea} © 
as many discharges, although seven) ™ 
stores stated there were a few. Inas| » 
much as some of the stores refused ty) * 
give the names of the employes whon| * 
they claimed to have discharged, thi 
names of only seventy women ané 
girls in twelve stores could be secureij ™ 
who beyond question lost their jobsbe| ° 
cause of the minimum wage law. The ° 
committee followed the industrial his} ' 
tory of these discharged girls wherever 
possible. It concluded that there had 
been no financial loss to the group as 
whole. Most of the girls found em 
ployment at increased wages. The 
committee stated: 

The surplus on about four months d| 
steady work will, therefore, compensate 
in the year’s total for the weeks of idlenes 
ensuing from their loss of position. Thus, 
the benefit accruing from the advance i 
the standard of pay becomes operative fo 
them with the beginning of the second 
year without any serious loss. 

2 The report of this committee is published it 
full in the Boston Evening Transcript for Novem 


ber 11, 1916. 
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The commission has frequently 
" encountered instances of apparent 
discharge in its efforts to secure com- 
pliance in industries other than brush 
ing and retail selling. Prior to 
1918 very few cases (the exact number 
has not been recorded), were found. 
Since that year approximately 3000 
women have left their employment 
ntly as the result of the opera- 

tion of the decrees. Not all of these 
could be said to have been definitely 
forced to leave. Some left voluntarily. 
In only about 150 of these cases was 
the commission thoroughly satisfied 
that compulsion was used. Some of 
the others were undoubtedly dis- 
charged, although the exact number 
cannot be named. It must be remem- 
bered that there is a large turnover 
among these women and girls en- 
tirely apart from any influence of the 
minimum wage law. On the other 
hand these figures exclude any that may 
have left prior to the initiation of the 
inspections in the various industries. 
Employers may have discharged some 
women before the agents of the com- 
mission visited their establishments or 
even before the decrees had gone into 
operation. There is no evidence as to 
the number of women so discharged. 
The Acting-Director of the Division 
of Minimum Wage does not think that 
the number of women dismissed has 
been large. She and the other officials 


close touch with the industries under 
decrees. If a substantial number of 
girls were being dismissed as the ap- 
parent result of the operation of any 
decree, complaints would begin to 
come in through the Associated Chari- 
ties, the Women’s Trade Union League, 
and similar organizations. Discharged 
women even come to the commission 
in person. The fact that few such 
complaints have been made leads to 
the belief that the decrees have not 
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at the State House are of course in 
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caused any large number of dismissals. 

The Acting-Director has said: ™ 

In a few instances it [the law] has 
caused the dismissal of employees. . . Itis 
difficult, of course, to ascertain the exact 
number that may be displaced. I think it 
is as a matter of fact a very small number. 
The Commission always endeavors to dis- 
courage that practice, to explain that the 
compliance with the terms of the decree 
means making wage adjustments and not 
dismissing employees and in a number of 
cases where we explained the purpose, the 
Commission has succeeded in preventing 
that action being done. 

Presumably if there was any very marked 
effect in the way of displacing workers 
there would be complaints coming to the 
office from workers that are dismissed. 


This observation is endorsed by a 
representative of the Federal Bureau 
of Labor Statistics. This investigator 
visited thirty-one establishments in 
Boston and vicinity in the summer of 
1920. Only one firm admitted having 
resorted to discharges. This was a five- 
and-ten-cent store.! 

Numerous isolated instances have 
been cited by employers as evidence of 
the detrimental effect of the rates on 
the financial condition of the industries 
and on employment.” As with the 
brush and retail store decrees, how- 
ever, the alleged evil consequences of 
the minimum rates are not clearly 
perceived. Arithmetical demonstration 


2% Special Commission on . . . the Minimum 
Wage. Testimony taken at the first hearing. 
Unpublished manuscript. 

2 Bureau of Labor Statistics, Minimum Wage 
Laws of the United States: Construction and Oper- 
ation, Bull. No. 285, p. 151. 

2 At the hearings before the Recess Commis- 
sion figures were introduced showing the small 
margin of profits in retailing. The inference was 
that the rates were primarily responsible. (Spe- 
cial Commission on . . . the Minimum Wage, 
Testimony taken at the second hearing.) It 
was also claimed that the paper box department 
of one of the large rubber companies had closed 
down and had moved to another state. (Jbid., 
seventh hearing. Unpublished manuscript.) 
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of the effects of the rates is rarely 

possible. Neither are there many 

concrete illustrations showing these 
effects.!?7 

It must be remembered that in most 
industries the labor cost is a small part 
of the total cost. Consequently, the 
total cost of production would be in- 
creased by a much smaller ratio than 
the minimum rates. Since not all of 
the women receive increases, since the 
increase is a small part of a woman’s 
total wage, since in many industries 
there are more men working than 
women, and since the total labor cost 
often is a small part of the whole cost 
of production, the final effect of the 
minimum rates may be negligible. 
The wage board for the building clean- 
ing industry, for instance, estimated 
that the rate of February 1, 1921, 
would increase wages for most women 
in the industry about twenty-two per 
cent.”8 This would mean an increase in 
the cost of maintenance of the buildings 
of not less than one nor more than 
three per cent. This in turn would 
reduce the return on the investment 
only one-eighth or one-fourth of one 
per cent. 

The commission also made a study 
of labor costs in eight department 
stores, two specialty stores, and one 
five-and-ten cent store chain before 
the decree went into operation.’* It 
was found that the wages of sales 
persons averaged 6.9 per cent of sales. 
It is impossible to estimate exactly the 

27 It may be remembered that employers have 
produced little evidence in wage board meetings 
relative to the possible ill effects of proposed 
rates. 

28 Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
Statement and Decree Concerning the Wages of 
Women in the Office and Other Building-Cleaners’ 
Occupation in Massachusetts, Decree No. 18, 

. $4. 
is Minimum Wage Commission, Wages of 
Women in Retail Stores in Massachusetts, 1915, 
Bull. No. 6, pp. 13-16. 


*ment in managerial methods which 


extent of the rise in wages as the resi} 
of the decree, but from our discussion 
in the preceding chapter™® it appeay 
that wages rose not more than om 
third. If this is true, an increase jp 
the selling price of about two per cen 
would pay for the additional wage 
This estimate is only approximate, jy 
be sure, but it goes to show that th 
minimum rates usually mean only 4 
small increase in the selling price, eye, 
if they are passed on in their entirety 
to the public. 

The fact also should be borne in ming 
that even though the wage increases dp 
mean a considerable addition if 
are added to the cost of production, it 
does not necessarily follow that they 
are always so added. The minimun 
rates may result and in some instances 
certainly have resulted, not in aug. 
menting the labor costs but in actually 
reducing them. Whether it be held 
that wages rest fundamentally on the 
“productivity” or on the “marginal 
valuation” of labor, it is true that this 
“productivity,” or this “marginal 
valuation” may increase when a living 
wage is paid. Even if it is true that 
each worker is receiving “‘what she is 
worth,” it does not necessarily follow 
that she is not worth more when an 
incentive to increase her efficiency is 
given in the form of an increased wage. 
Furthermore, the pressure of the mini- 
mum rates may cause an improve 


more than offsets the added burden of 
the rates. 

Generalizations as to the effects of 
the minimum rates on efficiency are 
unsafe as information is limited and 
much of it is unreliable. A large num- 


23 8B 2 EE. 


ber of individual instances might be 
cited, however, which show that the 


decrees do promote efficiency. Some | | 


of them may well be mentioned here. — 
We have already noticed that the 
1® Supra, pp. 48-50. 
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minimum rates in the building cleaning 
industry resulted in a reorganization 
gch as to stimulate the women to 
perform more work. The decree caused 
gome discharges and the consequent 
ing up of the other women. 
While these results were regrettable, 
the incident serves to show how the 
decrees may operate to promote greater 
eficiency. Another incident shows 
a similar effect. The commission 
131 


says: 

An interesting development in connec- 
tion with the inspection work is the indi- 
cation that the adoption of minimum rates 
tends to promote industrial efficiency. In 
71 of the cases coming up for adjustment 
girls who were not considered worth the 
minimum were changed from time work to 
piece work at the regular piece rate of the 
factory, and in each case were able to earn 
the minimum or over. In this connection 
the method employed by a large manu- 
facturer in meeting the requirements of the 
decree is significant. Each of the foremen 
in the factory was held responsible for 
seeing that the girls under his supervision 
earned the minimum. This was accom- 
plished by ascertaining that the employes 
were properly instructed about their work, 
and by adjusting them to the tasks for 
which they were best suited. When a girl 
fell below the minimum the foreman looked 
into the matter to see whether she needed 
more training, or whether she was on the 
right kind of work. She was then given 
further instruction or transferred to another 
process, as the situation warranted. As a 
result of this method the firm reported that 
not only were they able to meet the decree 
without discharging a single employe, but 


the efficiency of their workers had been 
increased and production stimulated. 

Still another instance of the bene- 
ficial effect of the decrees in weeding 
out inefficient methods of operation 
is seen in the clothing industries. 
Prior to the decrees conditions were 


® Division of Minimum Wage of the Depart- 
ment of Labor and Industries of Massachusetts, 
Annual Report for 1920, p. 20. 
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deplorable in these occupations. Com- 
petition was stifling. This compe- 
tition was not so much with other 
states as within the industry in Massa- 
chusetts. Little capital was nec- 
essary to start a business and much of 
this could be borrowed from stores 
purchasing the product or from jobbers 
selling the cloth. These ephemeral 
concerns employed women at starva- 
tion wages under very poor working 
conditions. Management was very 
inefficient. The number of failures 
was large, but new firms were always 
ready to enter the field. The result 
was a continual pressure on the old, 
well-established concerns to meet the 
wages of these fly-by-night firms." 
The establishment of minimum rates 
has tended to prevent this reduction 
of wages to a very low level. The em- 
ployers have had to secure women 
who are capable of earning higher 
wages and to provide conditions which 
permit them to do so. It has shifted 
the pressure of competition from the 
wage bill which seems to be the most 
elastic point to more efficient manage- 
ment. The rapid turnover, both of 
firms and of employes, has apparently 
declined. ‘“‘Anarchical” conditions, as 
the women’s clothing board termed 
them, have largely disappeared. 
Other factors have contributed to this 
change, it is true. But the establish- 
ment of a limit below which com- 
petition could not force wages has cer- 
tainly been a benefit to this industry. 
The commission in its adjustment 
work frequently finds women who 
have been shifted from one operation 
to another or from time-work to piece- 
work. This oftentimes results in in- 
creased wages for the women with no 


12 Cf. Minimum Wage Commission, Statement 
and Decree Concerning the Wages of Women in 
Women’s Clothing Factories in Massachusetts, 
Decree No. 4, p. 5, and ibid. for muslin under- 
wear industry, Decree No. 22, p. 3. 
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additional cost per unit of product. 
By changing a woman from time-work 
to piece-work, an employer places the 
responsibility of earning the minimum 
rates on the worker herself. If the 
piece rates are sufficiently high to per- 
mit most women to earn the minima, 
the employer is not concerned about 
the few who do not. Presumably they 
are defective.'™ 


The fact that the decrees do not 
necessarily result in an increase in the 
cost of production has been frequently 
pointed out by persons familiar with 
the operation of the law in Massachu- 
setts. Professor Arthur N. Holcombe 
has described the situation which he 
found as an early member of the com- 
mission as follows: ™ 


High wages mean low labor cost. In 
comparing the pay-rolls of competing estab- 
lishments (and we were never able to make 
this information public in the most convinc- 
ing way because we never felt free to make 
public actual conditions in individual 
firms) we found when comparing the pay- 
rolls of different establishments competing 
in the same industry, selling in the same 
market, drawing their labor from the same 
sources, that as a general rule in those 


183 Supra, p. 95. Occasionally, the rates have 
seemed to cause the substitution of a time-rate 
for a piece-rate. This is due apparently to the 
fact that compliance is easier when all workers 
are being paid at a few definite rates than when 
each one earned a different amount although 
paid the same price per piece. 

14 Sub-Committee of the Committee on the 
District of Columbia, of the House of Repre- 
sentatives, 65th Congress, 2d Session, Hearings 
on H. R. 10367, pp. 22-23. Mr. Lawrence 
Brooks, counsel for the War Labor Board and 
a member of the men’s furnishings wage board 
has stated, “It [the law] has shifted employees 
a little bit and taken an employee not suited to 
her occupation and put her in an occupation 
where she could perform more suitably, and I 
have no doubt, the pressure of the minimum 
wage just as the pressure of the union, has called 
for greater efficiency among the employers to 
meet conditions.” Special Commission on. . . 
the Minimum Wage, Testimony taken at the 
seventh hearing. Unpublished manuscript. 


establishments where higher wages 
paid for the same class of labor, the lhe, 
costs were lower, measured as a Percentag, 
of the goods sold. illus 
Secondly, we found that low wages we, had 
not always caused by low efficiency q| A@ 
the part of the wage earner. . . . Jpg} fect 
wages may not indicate low worth on fj) of ! 
part of the wage earner, but they may| tion 
indicate low managerial ability on the pay) sate 
of the employer. tion 


The results obtained by the Willian) ope 
Filene and Sons Company by the oh} be! 
servance of relatively high wages ap! tha 
well known. Mr. E. A. Filene hg of! 
stated his opinion of the service ren. the 
dered by the minimum wage law gs| me 
follows: cos 


If the state fixes the minimum wage ata| ! 
proper level, it helps me as well as my em. ™ 
ployes. It helps me first by making sue | eff 
that somebody isn’t going to undersell me| #* 
at the expense of his employes. It alg | est 
prevents me as an employer from having | ind 
body of employes who, because they are not _ ths 
paid decent wages, are incapable of being | fro 
consumers for my business. In the third | jj, 
place, it helps me by forcing me to help | trs 
every employe to earn at least $14. . . . If D 
however, you make me pay $14 to one per- 
son, then I am going to teach him to be | ™ 
efficient enough to earn $14. In our store | ™ 
we find it pays to have classes and to try | © 
in every way to make our employes capable | 
of earning a high wage. | 

When wages are paid that remove worry, 
that allow the building up of physical and 
mental energy by proper food and housing, 
and the increase of comfort, and self-te- 
spect by the purchase of proper clothing 
and similar necessities, the chance is cre- 
ated for more intelligent action on the | 
part of employes, for study and training 
that will fit them for good work and for | v 
greater efficiency in the jobs at which they | 
are employed. | q 
0 


A minimum wage decree does not 
always promote greater efficiency on \. 


18E, A. Filene, “The Minimum Wage and |! 
Efficiency,” The American Economic Review, | & 
Vol. XII, September, 1923, pp. 412-14. 
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4 rt of the workers and of manage- 
the course. Nevertheless, these 
iflustrations indicate that the rates have 
had important effects in this direction. 
Aquantitative measurement of these ef- 
Ln fects is obviously impossible. Whether 
or not the decreased cost of produc- 
sates for the increased cost of produc- 
tion due to the advance in wages is 
open merely to conjecture. It must 
be asa possibility, 
: that a compulsory increase in the wages 
me ha of these workers _ the lowest end of 
rice rep.| the wage scale does not necessarily 
eel mean a corresponding increase in the 
cost of production. 
regi ata| Another important factor to be 
; my em. remembered in estimating possible ill 
cing sum | efects of the rates on business is the 
ersell me great variation in wages in different 
It aly | establishments. In practically every 
havings industry investigated it has been found 
yarenot that firms drawing their labor supply 
of being from the same market, dealing in sim- 
ilar products, and catering to the same 
by: . trade, pay widely differing wage scales. 
ome pas Differences of $3.00 to $5.00 in the 
n to be | Median wages of competing establish- 
ur store ments are common.” If one con- 
| to try | cemm can pay adequate wages and still 
capable | be successful, why cannot its com- 
petitor do likewise, is a question often 
Worry, asked. Here is where the position of 
— many employers to the effect that the 
minimum rates put them at a dis- 
tli advantage with competitors in other 
is cre. Sates seems somewhat untenable. If 
nm the ttain employers can meet interstate 
aining Competition and still pay adequate 
nd for | Wages, it is no hardship on the industry 
h they | to compel all employers to pay ade- 
| quate wages. a matter of the 
s not | %dinary manufacturer or merchant is 
y on probably more concerned over the wage 
scale of a competitor across the street 
than of one in another state. So long 


ze and 


Review, | as great diversity in wages exists within 
_ ™ Supra, Chap. II. 
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the state, the pressure of interstate 
competition in wages is of secondary 
importance.7 

It is true, of course, that a minimum 
wage bears more heavily on some em- 
ployers than on others. Those em- 
ployers who pay the lowest wages have 
more and greater adjustments to make 
than the others. Some may suffer 
hardship while placing their wages on 
a more adequate basis. By and large, 
however, the fact that the decreed 
rates have not been higher than the 
rates paid by many of the employers 
is an indication that the industries in 
their entirety have not suffered greatly. 

We have now considered the most 
widely discussed results of minimum 
wage legislation—namely, the effects 
on wages, discharges, and the financial 
condition of the industries. ‘There are 
other results which should be men- 
tioned which are in many respects no 
less important. The law has rendered 
a valuable contribution in the educa- 
tion of the public in wage matters, in 
training both employers and employes 
in wage conferences, and in promoting 
a realization of the benefits of co-oper- 
ation between employer and employe. 
As we have frequently noted, one of 
the fundamental assumptions of this 
legislation is that an enlightened pub- 

87 The Acting-Director has said of the relative 
unimportance of interstate competition as com- 
pared with intrastate: “I do not think the rates 
are sufficiently high to have any serious effect 
on the question of interstate competition, be- 
cause the rates are lower than the rates in effect 
in a number of representative establishments in 
these same industries, and if those establishments 
can maintain those rates in the face of outside 
competition, there is no reason why their com- 
petitors right here in the state could not. Our 
investigations indicate that the most serious 
competition is intrastate competition, that where 
one employer is paying reasonable wages he is 
subjected to unfair competition when his com- 
petitor next door refuses to pay these rates.” 
Special Commission on. . . the Minimum Wage, 
Testimony taken at the first hearing. Unpub- 
lished manuscript. 
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lie opinion will influence employers to 
pay adequate wages. People are edu- 
cated in industrial conditions of women 
workers, in prices and the cost of living, 
and the methods of wage determi- 
nation. It seems very unfortunate, 
therefore, that the present adminis- 
tration has seen fit to curtail its activi- 
ties in collecting and publishing in- 
formation on these points. Until 1920, 
when the present officials assumed 
office, the results of the various in- 
vestigations conducted by the com- 
mission were regularly published. 
These bulletins were very instructive. 
They were vital cogs in the machinery 
of publicity. No bulletins have been 
issued since 1920 and I understand 
that the present officials intend to issue 
none. Even the annual reports have 
been reduced to a mere recital of the 
commission’s activities. The report 
for 1925 contained but eighteen pages, 
whereas that of 1914 contained 158 
138 

The fact that the wage boards bring 
together employers and employes in 
the same industry to discuss wages, 
hours and other similar matters is 
also of value. Frequently the con- 
vening of the wage board is the first 
occasion that representatives of em- 
ployers and of employes have had to 
meet and discuss wages. They rec- 
ognize that they have many interests 
in common and that the welfare of 
both depends on the equitable solution 
of these problems. Mr. A. C. Comins, 

188 The Acting-Director remarked of the value 
of this information which is no longer published 
by the commission: “In the case of a measure 
like the Massachusetts minimum wage law 
which depends for its effectiveness on public 
opinion, it would seem that the publication of 
the results of the wage investigations is essential. 
This information is valuable under any law; it 
is indispensable in the case of a law which oper- 
ates through public opinion, for the only way 
in which such a law can function effectively is 


through public knowledge of the facts.” The 
Survey, June 15, 1924, p. 358. 


a former member of the 


opposed to the law, 


8 inconsiderable benefit to an i 

of having a group of fair-minded em 
and employes exchange freely ACTORS the 
table their own problems and grievances jy 
the presence of disinterested represent, 
tives of the public.™* 


Other results of the minimum rats 
have been felt in the matter of th 
employment of learners and minon 
It is inevitable that these “ apprentice. 
ship” regulations should cause consider. 
able readjustment. If there is a wik 
differential between the rate for th 
apprentice and the rate for the «. 
perienced worker, or if the apprentice. 
ship period is too short for th 
girl to learn the task, she may ke 
discharged at the end of the period 
because of her inability to earn the 
normal rate. If the differential is too 
narrow, the training of the girls is made 
too expensive for the employer. ff 
too long a time is allowed for learning 
the business, the girls continue tp 
receive the sub-standard rates long 
after they become experienced. As 
we noted in considering the determi- 
nation of rates, most apprenticeship 
periods have been too long.” Oc 
casionally the rates have caused the 
discharge of some girls at the end of 
the apprenticeship period. This has 
occurred in industries like minor lines 
of confectionery which have branches 
of widely differing training require 
ments. In reply to a question as 
to the extent of this tendency to dis 
charge workers at the close of the 
apprenticeship period, the Acting-Di- 
rector has said: 
Wage, Testimony taken at the third hearing. 
Unpublished manuscript. 

1 Supra, pp. 36-37. 

M41 Special Commission on . . . the Minimum, 
Wage, Testimony taken at the fourth hearing. 
Unpublished manuscript . 
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Mission is some indication that that tend- 
, Speaks The Commission endeavors 
to discourage that wherever it is proposed 
. aod in many instances it has been pre- 
yented. That is more apt to be the case 
employen, # there is a very wide variation between 
— the the rate for apprentices and the rate for ex- 
revanees iy perienced employes. It is also apt to be the 
represents case if the occupation has branches which 
are widely varying in the scale required. 
um rate} Yor the most part, however, what- 
. of the ever tendency may have resulted from 
MINON.| she rates in this respect is submerged 
Prentice in the very rapid turnover of this type 
consite. of labor. On the whole, the rates 
18 & Wide} em to have had an influence toward 
for the! gendardization of wages and learning 
periods of apprentices. They have 
‘tended to prevent the employment 
of large numbers of girls at very low 
wages. The first retail store decree, 
for example, did much to protect 
learners and other young workers.'*” 
These apprenticeship regulations 
are, of course, difficult to enforce. The 
commission recommends that each em- 
ployer give his employes cards showing 
the length of time they have been em- 
ployed in his establishment. Even 
when this is done it is easy for the 
employer and employe to ignore the 
past industrial history of the worker 
if it is to the interest of both. The 
employment manager of one of the 
large candy manufacturing firms stated 
to the Recess Commission that girls 
frequently came to his plant and 
offered to work in violation of the 
equire-| gpprenticeship rules. “ The Commis- 
on 48) sion attempts to check up all cases 
ry where the normal rate is not paid and 
mf Mie) seems to be fairly successful in pre- 
ng-Di-} venting undue evasion of the appren- 
x ticeship regulations of the decrees. 
nimum) After all, an employer does not have to 


5 
s 


“Cf. Minimum Wage Commission, Fourth 
Annual Report, 1916, p. 17. 
“Special Commission on . . . the Minimum 
earing. Wage, Testimony taken at the third hearing. 
Unpublished manuscript. 
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pay even the supplementary rates if he 
does not care to. He may choose to be 
listed as a non-complying employer 
and published as such. 

The legal minimum wage has been 
frequently opposed because of supposed 
ill effects on union labor. It is alleged 
that a minimum wage law retards the 
growth of unionism by making the 
union organization unnecessary and 
that it also has a depressing effect on 
the wages of union labor. Wherever 
there is a possibility of organization 
legislation will naturally be discouraged. 
It is pretty well recognized, however, 
that union organizers have not yet been 
able to unite permanently the type of 
woman directly subject to the official 
minimum rates. Among the more 
enlightened union officers it is generally 
admitted that most of these women will 
never form solid organizations. It is 
true that there are unions among the 
garment workers. Sporadic attempts 
to organize the retail store clerks and 
other workers have also been made. 
Little success has attended these efforts. 
There are probably not more than 
7000 union members subject to the 
decrees in Massachusetts at present. 
It is doubtful if this proportion will 
increase. 

The minimum wage law attempts to 
fix merely an amount below which 
wages shall not fall. There is a wide 
field of wage bargaining which the law 
does not enter at all. Moreover, there 
are other negotiations to be carried on 
apart from the wage contract. Wage 
boards do not establish hours nor other 
working conditions. There are still 
incentives for organization, therefore, 
even though a minimum wage law is 
operating. Consequently, most un- 
ionists recognize that there is little 
possibility of the law injuring the 
union. The Women’s Trade Union 
League has always been in favor of the 
law and has done much to make it a 
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success. The president of this organi- I believe it is not unfair to say that th 
zation agrees that little can be accom- Massachusetts minimum wage has key 
 ) plished for these women through organ- Wages down in the organized trades. Cg, 
ve ization. In fact the law may be an ‘#itlly it has had that tendency, and om 
un actual help to the unions by educating ‘2/y it is a powerful argument on th, 
these workers in wage matters, by giv- 
| ing them training in conducting wage She made this criticism of the law jy 
| conferences, by initiating them into the Massachusetts because of the low rates 
habit of securing wage changes in this She believes in minimum wage legis 
manner, and by creating in the minds lation in principle. I have occasion. 
of both employers and employes the ally encountered resentment toward thy 
consciousness of common interests.'# law among certain of the better paid! 
There is opposition to the law in some workers because they felt it was keep. 
union quarters because it is felt that ing their wages down. They felt that 
the minimum rates have had a detri- the law was granting increases of wage 
mental effect on the wages of union to other workers who were doing 
labor. The President of the Telephone nothing to merit it. “Why should » 
Operators’ Department of the Inter- and so get $15.00 and not earn it, while 
| national Brotherhood of Electrical I earn all of the $20.00 I receive?” 


a Bee Bees 


¥ Workers, and a member of the retail Only a misunderstanding of the lay, 
4 store board, has said: however, would permit the acceptance 
; of the official minimum rate as a 


Thus the Unions are continually having ‘ 
to meet the argument by employers that Standard for rates of skilled labor, 


the State regards such-and-such a wage as No enlightened business agent would 
a proper, standard living wage. accept such an argument. 


CHAPTER VIII 


4 CoNCLUSION 


It is the purpose of this chapter to women not receiving wages in con- 
summarize the chief lessons to be formity with the decrees has been a 
learned from the Massachusetts ex- small fraction of all women covered. 
periment and to evaluate the accom- The largest number of cases of non- 
plishments of the law. compliance that the Commission has 

Is a mandatory law necessary to had on hand at any one time has not 
secure acceptance of the minimum been over 3000. The total number of 
rates? Our conclusion on this point is women under minimum rates, however, 
that it is not. The minimum wage is close to 85,000. It is true that suc 
rates in Massachusetts have been cessful enforcement depends to a great 
generally accepted. The number of extent on conditions beyond the control 

f the commission administering the 

The “Treasurer of the state branch 
of the poser rg reen of Labor has gone law. When prices and wages generally 
so far as to declare emphatically for a mandatory 


Tp | aw. He has said: upon, and that is the attitude of the workers in 
iy “If the Minimum Wage Commission and its this Commonwealth and we want to be so re 
officers are going to do the real work they are corded.” (Special Commission on ... the 


supposed to do, we ought to put teeth in that law Minimum Wage, Testimony taken at the first | 
so they can go out and enforce the decrees upon _hearing. Unpublished manuscript.) 
everybody they investigate and give a decree 45 Personal letter to the author. 


ceive?” 
the law, 
eptance 
as 4 
| labor, 
would 


are rising, compliance will be secured 
easily. When prices and wages are 
falling, compliance will be secured with 
difficulty, if at all. The relative height 
of the rates is another important ele- 
ment in securing compliance. If the 
employers can bargain so successfully 
in the wage board deliberations as to 
gcure a low rate, enforcement will be 
easy. If the employes sway the board 
and a relatively burdensome rate is 
recommended, enforcement will be 
dificult. Compliance with the rates 
under a recommendatory law appar- 
ently will not be universal, if the rates 
mean any considerable increase in the 
wage-bill. ‘The incentives to meet the 
rates and thus avoid publicity vary 
with different employers. With some 
the rates are practically mandatory, 
with others merely advisory. 

Most persons in touch with condi- 
tions in Massachusetts are not dis- 
couraged at the failure to secure com- 

compliance. They apparently 
feel that public opinion is behind the 
law and will secure acceptance of the 
rates on the part of the great majority 
of employers. The Acting-Director 
said recently; ' 


The great majority of employers have 
complied and are complying with the pro- 
visions of the decrees. This is because the 
decrees have been recognized to be reason- 
able in the requirements made; because in 
the majority of instances they have been 
based on the unanimous or practically 
unanimous findings of the wage boards for 
the occupations considered—wage boards 
made up of representatives of employers 
and employes in the occupations in question 
—and because there has been developed the 
force of public opinion to support the work. 
The fact that the law rests for its enforce- 
ment mainly upon public opinion does not 
mean that it is unenforceable, quite the 


“Letter to the Woman’s Bureau of the 
Federal _Department of Labor. Unpublished 


manuscript 
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contrary. In the last analysis, the enforce- 
ment of all laws rests upon public opinion. 

A question frequently asked is: Has 
the law relieved those evils which called 
it forth in 1912? As we have already 
noted repeatedly a definite statistical 
answer to this question is not possible. 
It cannot be denied that those condi- 
tions have changed. The difficulty 
arises in estimating the part played by 
the minimum rates. There is little to 
be learned from a study of wage 
changes following most of the decrees 
issued during the abnormal conditions 
from 1916 to 1920. It is impossible 
accurately to estimate the extent to 
which wages would have advanced if 
there had been no minimum rates. 
Indications are that they would have 
risen nearly if not entirely as much if 
the minimum wage law had not existed. 
On the other hand, while it may be 
true that in a period of three or four 
years, the effect of the rates are lost in 
the general industrial upheaval, if we 
could have considered a shorter period, 
we might have seen that the rates did 
cause a sudden increase in wages. It 
is true, however, that the official rates 
did not cause changes in wages of 
sufficient magnitude to be evident in 
the more important changes that were 
occurring. 

Confining our attention to the few 
decrees issued before the general ad- 
vance in wages and to those issued 
after 1920, we find definite evidence 
that the minimum rates have exerted 
some influence. The strength of this 
influence varies with the peculiarities 
of each industry and with the industrial 
conditions prevalent at the time the 
decrees become operative. It is sig- 
nificant that in all cases where we have 
adequate information we find evidences 
of the effects of the rates. They have 
afforded some measure of protection as 
a lower limit below which wages 
should not fall. The minimum wage 
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law has undoubtedly helped to improve 
the condition of working women and 
girls in Massachusetts. 

It is equally certain that the law has 
failed to accomplish all that its pro- 
ponents hoped. It has been a big 
disappointment to some of the most 
idealistic of its friends. They feel that 
the law has been very seriously handi- 
capped by obstacles not at all inherent 
in minimum wage legislation. These 
obstacles must be remembered when 
appraising the results of the law. 
Probably the most serious of these 
obstacles has been the opposition of the 
employers. This opposition has been 
reflected also in the lack of support 
given the law by the governing officials 
of the Commonwealth. The attitude 
of employers is of peculiar significance 
because of the recommendatory feature 
of the law. Successful operation re- 
quires much more co-operation from 
the employers than would a mandatory 
la 


w. 
The law had hardly begun operation 
before attacks on it appeared. In 
May, 1915, the Industrial Betterment 
Committee of the National Association 
of Manufacturers made an extensive 
report attacking the legislative mini- 
mum wage.’ The following year an- 
other bitter attack appeared in a 
pamphlet entitled “The Minimum 
Wage a Failing Experiment.” _Liti- 
gation from 1916 to 1918 called forth a 
solid front of employers against the 
law. We find the greatest array of 
employers actively opposing the law 
at the hearings of the Recess Commis- 
sion during 1921 and 1922. Extensive 
lobbying against the law had been 
practiced continually since its incep- 
tion, but not so vigorously as at this 
time. The early opposition did not 
seem to have abated. Practically 
every manufacturers’ association in 
M47 Supra, p. 58. 
148 Thid. 


Massachusetts sent a representative j, 
appear against the law.” Almog 
every employer in Massachusetts coyjj 
find representation in some one or mop 
of the associations if he wished. 
employers also appeared individually, 
Counsel for the Massachusetts Indy. 
trial Protective Association, an orgagj. 
zation composed of those industrie, 
opposed to the law, stated that ninety. 
five per cent of the manufacturey 
from all branches of industry wep 
in favor of repealing the law." [tix 
small wonder that the Recess Com. 
mission concluded : 

There has been given in the various heap. 
ings which the Commission has held a great 
amount of testimony in opposition to th 
Minimum Wage Law and in favor of ik 
repeal. ... With almost united oppos 
tion of employers throughout the Common. 
wealth, the Commission is compelled tp 
recognize the fact that the Minimum Wag 
Law is extremely unpopular among most 
employers in the Commonwealth. 

From time to time in reviewing the 
operation of the law we have noted in- 
stances of this opposition. A few 
others should be mentioned. It was 
largely due to them that the large 
number of checks on arbitrary action 


49 Among the employers’ associations appear- 
ing against the law were the following: Associated 
Industries of Massachusetts, Massachusetts In- 
dustrial Protective Association, Massachusetts 
Retail Merchants’ Association, Employers’ As 
sociation of Eastern Massachusetts, the Boston 
branch of the National Metal Trades’ Associa 
tion, Southbridge Manufacturers’ Association, 
Arkwright Club, Fall River Cotton Manufactur- 
ers’ Association, Manufacturers’ Association of 
Hampden County, Berkshire County Manufac 
turers’ Association, the Paper Box Makers, the 
Chambers of Commerce of Boston, Attleboro, 
Lynn, Worcester, and Springfield, and the New 
England Manufacturing Confectioners’ Associa- 
tion 


8° Special Commission on . . . the Minimum 
Wage, Testimony taken at the seventh hearing. 
Unpublished manuscript. 

61 Special Commission on . . . the Minimum 
Wage, Report, pp. 18, 20-21. 
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the commission were written into 
thestatute. Their opposition stripped 
the law of its mandatory feature. A 
thorough investigation was also made 

compulsory before a wage board could 
.| beformed. If the industry were not in 
8 us condition, the cost of liv- 
i-| ing was not to be the determining factor 
inestablishing rates. A public hearing 
yas provided. An employer had the 

i of a judicial review. Cer- 

' tainly, the employers were well pro- 
is| tected. 

The most serious handicap during 
the early years of the law was the chal- 
lenge of its constitutionality, also due 
tothe employers. Until this issue was 
settled, the commission was greatly 
handicapped in developing a vigorous 
program of enforcement. The com- 
mission had no clearly recognized right 
to inspect the books of the employers. 
The fact of compliance could not be 
ascertained in all cases. Furthermore, 
when the recalcitrant employers could 
be discovered, the commission dared 
not blacklist them because the com- 
missioners might be personally respon- 
sible in libel suits. Wage board work 
was also held up. Adequate appro- 
priations were opposed. The legisla- 
ture did not pass needed amendments. 

The case which decided the question 
originated when the laundrymen re- 
fused to permit the agents of the com- 
mission to investigate their books for 
the purpose of determining compliance 
with the decree of September 1, 1915. 
_ The commission went to the courts for 
a subpoena, which was resisted by the 
laundrymen on the grounds that the 
law was unconstitutional. In 1918 
Chief Justice Rugg of the Massachu- 
setts Supreme Judicial Court handed 
down a decision affirming the validity of 
the law." The court distinguished this 
type of law from those which provide 


™® Holcombe et al. v. Creamer et al., 231 Mass. 
99. 
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for enforcement through fines and im- 
prisonment. The court declared that 
the law was not mandatory as to the 
rates of wages:— 

It contains no words of compulsion upon 
either employer or employe. It does not 
restrain freedom of action by either em- 
ployer or employe as to the wages to be 
paid or received. Any woman and her 
employer may make and enforce any agree- 
ment respecting compensation for her labor 
unhampered by any provision of the act. 
There is no constraint affecting property or 
conduct. 

Recent litigation has also impeded 
the commission in the prosecution of 
its work. In the earlier case Justice 
Rugg refused to pass on the validity of 
that section of the law which requires 
a newspaper to publish at its regular 
rates the findings of the commission. 
In 1923 a prominent Boston paper re- 
fused to publish a notice to the effect that 
a certain store was not paying the desig- 
nated minimum rates. The case eventu- 
ally reached the Supreme Judicial Court 
of Massachusetts, which declared this 
section of the law unconstitutional.!* 
Justice Rugg delivered this opinion 
also. The state cannot compel a news- 
paper to accept for publication the 
findings of an administrative body like 
the Minimum Wage Commission. 

One encouraging feature about this 
decision was the affirmation of the con- 
stitutionality of the other sections of 
the law. In view of the decision in the 


188 Commonwealth v. The Boston Transcript Co., 
249 Mass. 4. Justice Rugg observed: “The ef- 
fect of the statute is to compel the publisher of 
any newspaper, selected by the public board 
established by the statute, to print the matter 
offered by that board in accordance with the 
statute, at the rate specified in the statute. The 
publisher has no option. ... His preference, 
desires or financial advantage or detriment are 
entitled to no consideration under the statute. 
. . . No discussion is required to demonstrate 
that s. 12 curtails in substantial particulars the 
right of the publisher of the newspaper to con- 
tract about his affairs.” 
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District of Columbia case, there had 
been serious questioning even of a 
recommendatory law. The Justice dis- 
pelled these doubts with the statement 
that the decision in Adkins v. Chil- 
dren’s Hospital had not affected the 
decision in Holcombe v. Creamer. “‘The 
statutes under consideration in these 
two decisions differ radically in a fun- 
damental provision,” he said. 

The charge is openly and frequently 
made in Massachusetts that the em- 
ploying interests have a strong influ- 
ence at the State House and that this 
is one of the reasons for the lack of 
more conspicuous results of the law. 
Any author should hesitate before re- 
peating such charges as they are im- 
possible of proof, but they are so 
widespread that some mention must be 
made of them. It is stated, for in- 
stance, that several appointees to the 
commission have been made, not be- 
cause of their fitness as administrators 
of a minimum wage law, but because of 
their abilities as custodians of the in- 
dustrial interests of the state. The 
second chairman was a clergyman and 
while possessing undoubted abilities in 
his chosen profession did not possess 
the training to make him a vigorous 
commissioner. His successor was a 
textile manufacturer, an employer, and 
has publicly condemned the law. The 
reorganization of the various labor and 
industrial bureaus in 1919 also seems to 
have resulted greatly to the disadvan- 
tage of the law. The minimum wage 
commissioners are legally also the 
Board of Conciliation and Arbitration. 
While the duties connected with this 
latter office undoubtedly serve to ac- 
quaint the commissioners with wage 
matters, the conclusion is inescapable 
that the attention of this board has 
been directed toward the conciliation 
work to the detriment of minimum 
wage work. There also seems to be 
some diffusion of responsibility in the 


organization of the department at pry 
ent. It is frequently difficult to decig 
just who is responsible in certain cagg 
—the Acting-Director, the Board ¢ 
Conciliation and Arbitration, the Com. 
missioner of the department, or the fiy, 
commissioners as a whole. The eng, 
tion of full-time, salaried positions hgs 
inevitably caused the seeking of thes 
places as political jobs. 

Several illustrations could be givey 
of the apparent lack of vigor with 
which the law is now being adminis 
tered. There are several industrig 
which might well be covered by rates, 
The number of workers assisting the 
Acting-Director is far too few. The 
publication of bulletins and reports has 
been discontinued. Meager as the 
appropriation of the legislature for 
minimum wage work is, several thou- 
sand dollars are annually turned back 
to the state treasury unused. It has 
been charged even that the commission 
has been lax in publishing recalcitrant 
employers. It should be remembered 
that the removal of legal and constitu 
tional obstacles to successful operation 
of the law has made the statute much 
easier to enforce now than during the 
early years. It certainly is a fact that 
the present administration is in 4 
much better position to make the law 
really effective if it chooses than were 
its predecessors. The attitude of the 
present commission is the chief reason 
apparently for the existence of an or- 
ganization known as the Minimum 
Wage Defense Committee composed of 
many leading citizens of the state. 

It is probably true, however, that the 
vigor of the opposition of the employers 
is not a good indication of the number 
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of 


of those engaged. It is very easy for 
an association to pass a resolution 
against such a law and for the secretary 
or president to appear against it. Itis 
a significant fact that many of those 
appearing against the law before the 
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Commission had no good rea- 

sons for so doing. From my own in- 
‘ries among employers, I should say 
that the most prevalent attitude is es- 
gatially one of indifference. Nomi- 
pally, the average employer is antago- 
nistic. As a matter of fact, he does 
pot care enough about the law to take a 
definite stand that is of much signifi- 
. Time and again employers 
have admitted that they did not know 
what the minimum rate was in their 
industry. This same conclusion was 
reached by an investigator for the 
Federal Bureau of Labor Statistics in 
1920. He says:"* “In the majority 
of cases the employers interviewed ex- 
but little interest in the law.” 

A review of the wage board system 
reveals another reason for the in- 
effectiveness of some of the rates. The 
boards have found it impossible to 
determine uniform rates. No two 
boards have made the same estimate 
of the cost of living. The rates also 
have not reflected the loss of income 
due to unavoidable unemployment. 
They have been revised so infrequently 
that many of them have been meaning- 
less. Delay in the determination of 
the rates has caused some of them to be 
out-of-date by the time they were is- 
sued. The cost of living has too fre- 
quently been disregarded because of 


alleged inability to pay wages on such a 
basis. 
The suggestion has been made to 


give the commission power to deter- 
mine rates directly or at least the power 
to revise the findings of the boards. 
More accurate rates could undoubtedly 
be determined by the commission but it 
is doubtful if this advantage would 


It is 
hose 
the 


compensate for the losses sustained by 


_ abolition of the wage board system. It 


might be well, however, to give the 
commission power to revise decrees as 


™ Bureau of Labor Statistics, Minimum Wage 
Laws of the United States, Bull. No. 285, p. 150. 
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the cost of living changes. The Massa- 
chusetts law originally did not give the 
commission authority even to recon- 
vene a wage board without a petition 
from either the employers or em- 
ployes. Many rates became ludi- 
crously low. In the early part of 1920, 
for instance, the cost of living was es- 
timated in no case to be less than 
$15.00 a week. Yet nine of the twelve 
decrees then in force recommended 
normal rates less than $12.00. The 
commission has since been given the 
power to reconvene a board on its own 
initiative and it might be well to give 
the commission power to revise a rate 
without consulting the board at all. 

It would be extremely shortsighted 
to judge this type of law by its effect 
on wages alone. The law has per- 
formed a real service to employers as 
well as employes. This is a phase of 
minimum wage legislation which is too 
frequently overlooked. The legal mini- 
mum wage would be in much higher 
repute in this country if the employers 
fully appreciated its possibilities. It is 
of service to the employer not only 
because of the indirect advantages 
through having a more contented 
and more efficient working force, but 
also because it exerts a stabilizing in- 
fluence on wages. There certainly are 
occasions when it is possible to reduce 
wages too low. An individual em- 
ployer may find it possible to pay wages 
which are not in harmony with the 
market conditions of labor in the indus- 
try as a whole. These unskilled and 
unorganized women are greatly re- 
stricted in seeking the best market for 
their labor. Their ignorance, their 
racial and family ties, their mental 
inertia, and their fear of the loss of even 
one weekly pay envelope prevent that 
flow of labor from one factory to an- 
other which is necessary for the attain- 
ment of a unified market. A fact 
which is hardly possible of over-em- 
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phasis is the great diversity of wages in 
different establishments operating un- 
der essentially similar competitive 
conditions. A minimum wage which 
prevents an employer from taking ad- 
vantage of temporary maladjustments 
in the labor supply acts as a stabilizing 
force over the labor market. It pre- 
vents fly-by-night concerns from under- 
cutting the well established firms which 
realize the advantages of paying ade- 
quate wages. It compels these ephem- 
eral companies to compete on the same 
conditions which the permanently es- 
tablished firms have found necessary to 
adopt. 

Another important accomplishment 
to be placed to the credit of the Massa- 
chusetts law is the education of the 
public. The industrial condition of 
the lowest stratum of female wage- 
earners has received wide-spread pub- 
licity. Methods of wage determina- 
tion are made known. The importance 
of rising prices to these workers 
is perceived. An enlightened public 
opinion is fostered. It is to be hoped 
that the present commission will 
realize these services of the law and do 
all in its power to promote them. 

The dire results predicted of mini- 
mum wage legislation have not occurred 
to a serious degree. Discharges have 
not been common. The minima have 
not become the maxima. The in- 
dustries do not seem to have been 
injured seriously. This may be due 
in part to the recommendatory feature 
of the Massachusetts law. Such a 
law possesses a flexibility in particular 
cases which a mandatory one does not. 
If a rate is too burdensome for an 
individual employer, he may disregard 
it. The interests of both the em- 
ployers and employes are protected 
against a too harsh application of the 


rates. It is significant that the 
Commission recommended that the 
be continued in its present form for 
least five years more. The mem 
of this commission were not conyj 
of the superiority of a mandatory lay 

A final consideration should be 
tioned in closing this work. This; 
the possibility that our old idea 
minimum wage legislation may hg 
become outgrown. The cessation 
the agitation for minimum wage legj 
lation has not been due entirely to tly 
caprice of public opinion and the dis} 94 
couragement of the Supreme Coup} #4 
With restriction of immigration, th) 5 
impetus which the war demand gay 
to wages, and the educative wot 
already performed, the need forma © 
datory cost-of-living wages has greatly) ™ 
diminished in Massachusetts as 
as in other states. Certainly 
tions similar to those found by 
Investigating Commission in 1911 
very rare. 

But there is a great opportunity ty opin 
promote better industrial condition’ stan 
for the more poorly paid of our inj 2 
dustrial workers, to establish a esta 
limit below which wages shall not rs 
to stabilize wages throughout wad 
entire industry, and to foster a senti} ... 
ment of co-operation and good-Wil seni 
in place of hostility and suspicion) pot 
It may very well be that the othe 
fruitful action which the governmadl 
can take in the regulation of wages 


not the fixing of definte minimum = 
but is the encouragement of we Pe 
amounts to collective bargaining. 
state can provide the machinery 
those industries which have shows ,,, 


themselves to be incapable of this 
their difficulties if left alone. In tht plo 
last analysis this is virtually what if be: 
being done in Massachusetts. 
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ay hay Law Recarvine THE or Mintwum WaGes For 
Women Minors 


ly to th) (The functions of the Minimum Wage Commission were by an act of 
the dis! 1919 transferred to the Department of Labor and Industries, and rested in 
> Court the three associate commissioners of the department, who also constitute the 
ion, th Board of Conciliation and Arbitration.) 

nd gave 


e 
or 7 Section 1. The board of conciliation and arbitration of the depart- 


, greatl mert of labor and industries in performing the duties required by this 
chapter shall be known as the minimum wage commission, in this chap- 
tercalled the commission. It shall investigate the wages paid to female 
employees in any occupation, if it has reason to believe that the wages 
by paid toa substantial number of such employees are inadequate to supply 
‘911 am the necessary cost of living and to maintain the worker in health. 
Section 2. If after such investigation the commission is of the 
inity ty opinion that in the occupation in question the wages paid to a sub- 
nditiow’ stantial number of female employees are inadequate to supply the 
our jp| necessary cost of living and to maintain the worker in health, it shall 
establish a wage board consisting of an equal number of representatives 
not | @ employers in the occupation in question, and of persons to represent 
vut the female employees in said occupation, and of one or more disin- 
| terested persons appointed by it to represent the public; but the repre- 
: sentatives of the public shall not exceed one-half of the number of repre- 
04-¥ill sentatives of either of the other parties. The commission shall give 
— notice to employers and employees in said occupation by publication or 
e otherwise of its determination to establish a wage board and of the 
rnmen!, number of representatives of employers and of employees to be chosen 
rages ij therefor, and shall request that said employers and employees, re- 
natal spectively, nominate such representatives by furnishing names to it. 
_ The representatives of employers and employees shall be selected by 
the commission from names furnished by the employers and by the 
7 employees, respectively; provided, that the same are furnished within 
- ten days after such request; and provided, further, that at least twice 
as many names respectively are furnished as are required. If less than 
this number of names are furnished for representatives, either of em- 
In th ployers or of employees, at least one-half the names so furnished shall 
yhat if be selected, and the remaining places necessary may be filled by the 
commission by appointments made directly from employers, including 
of corporations, associations and partnerships, or from employees 
in the occupation, as the case may be. The commission shall designate 
as chairman one of the representatives of the public, and shall make 
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rules and regulations governing the selection of members and the modes 
of procedure of the wage boards, and shall exercise exclusive jurisdiction 
over all questions arising with reference to the validity of the procedure 
and of the determinations of the wage boards. The members of wage 
boards shall be compensated at the same rate as jurors, and they shall 
be allowed the necessary traveling and clerical expenses incurred in the 
performance of their duties, these payments to be made from the ap- 
propriation for the expenses of the commission. The commission may 
fill vacancies arising in a duly constituted wage board by appointing a 
sufficient number of suitable persons to complete the representation of 
the employers, employees or public, as the case may be. 

Section 3. The commission may transmit to each wage board all 
pertinent information in its possession relative to the wages paid in the 


occupation in question. Each wage board shall take into consideration 4 Op. A 


the needs of the employees, the financial condition of the occupation 
and the probable effect thereon of any increase in the minimum wages 
paid, and shall endeavor to determine the minimum wage, whether by 
time rate or piece rate, suitable for a female employee of ordinary ability 
in the occupation in question, or for any or all of the branches thereof, 
and also suitable minimum wages for learners and apprentices and for 
minors under eighteen. When a majority of the members of a wage 
board shall agree upon minimum wage determination, they shall report 
such determination to the commission, together with the reasons there- 
for and the facts relating thereto. 

Section 4. Upon receipt of a report from a wage board, the com- 
mission shall review the same, and may approve or disapprove any or all 
of the determinations recommended, or may recommit the subject to the 
same wage board or to a new one. If the commission approves any or 
all of the determinations of the wage board it shall, after not less than 
fourteen days’ notice to employers paying a wage less than the mini- 
mum wage approved, give a public hearing to such employers, and if, 
after such public hearing, the commission finally approves the determin- 
ation, it shall enter a decree of its findings and note thereon the names 
of employers, so far as they may be known to it, who fail or refuse to 
accept such minimum wage and agree to abide by it. The commission 
shall thereafter publish at such times and in such manner as it may deem 
advisable a summary of its findings and of its recommendations. It 
shall also at such times and in such manner as it shall deem advisable, 
publish the facts, as it may find them to be, as to the acceptance of its 
recommendations by the employers engaged in the industry to which 
any of its recommendations relate, and may publish the names of em- 
ployers whom it finds to be following or refusing to follow such recom- 
mendations. An employer who files a declaration under oath in the 
supreme judicial or superior court to the effect that compliance with the 
recommendation of the commission would render it impossible for him 
to conduct his business at a reasonable profit shall be entitled to a 
review of said recommendation by the court under the rules of equity 
procedure. The burden of proving the averments of said declaration 
shall be upon the complainant. If, after such review, the court finds 
the averments of the declaration to be sustained, it may issue an order 
restraining the commission from publishing the name of the complainant 
as one who refuses to comply with its recommendations. But such 
review, or any order issued by the court thereupon, shall not be an 
adjudication affecting the commission as to any employer other than the 
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complainant, and shall in no way affect its right to publish the names of 
those employers who comply with its recommendations. The type in 
ghich the employers’ names shall be printed shall not be smaller than 
that in which the news matter of the newspaper is printed. The publi- 
cation shall be attested by the signature of at least a majority of the 


commission. 


Section 5. Whenever a minimum wage rate has been established in 4 


any occupation, the commission may, upon petition of either employers 
oremployees, or if in its opinion such action is necessary to meet changes 
in the cost of living may without such petition, reconvene the wage 
board or establish a new one, and any recommendation made by such 
wage board shall be dealt with in the same manner as the original rec- 
ommendation of a wage board. 

Section 6. For any occupation in which a minimum time rate only 
has been established, the commission may issue to any woman physically 
defective a special license authorizing the employment of the licensee 
for a wage less than the legal minimum wage; provided, that it is not 
less than the special minimum wage fixed for that person. 

Section 7. ‘The commission may at any time inquire into the wages 
paid to minors in any occupation in which the majority of employees 
are minors, and may, after giving public hearings, determine minimum 
wages suitable therefor. When the commission has made such a de- 
termination, it may proceed in the same manner as if the determination 
had been recommended to it by a wage board. 

Section 8. Every employer of women and minors shall keep a 
register of the names, addresses and occupations of all women and 


minors employed by him, together with a record of the amount paid { 


each week to each woman and minor, and if the commission shall so 
require, shall also keep for a specified period, not exceeding six months, 


arecord of the hours worked by such employees, and shall, on request of 5°; 


the commission or of the department of labor and industries, permit the 
commission or any of its members or agents, or the department or any 


duly accredited agent thereof, to inspect the said register and to ex- 


amine such parts of the books and records of employers as relate to the 
wages paid to women and minors, and the hours worked by such em- 
ployees. Any employer failing to keep a register or records as herein 
provided, or refusing to permit their inspection or examination, shall 
be punished by a fine of not less than five nor more than fifty dollars. 
The commission may also subpoena witnesses, administer oaths and 
take testimony and require the production of books and documents. 
Such witnesses shall be summoned in the same manner and be paid by 
the commonwealth the same fees as witnesses before the superior court. 

Section 9. Upon request of the commission, the department of 
labor and industries shall cause to be gathered such statistics and other 
data as the commission may require, and the cost thereof shall be paid 
out of the appropriation made for the expenses of the commission in 


reference to the minimum wage. 
Section 10. No employer shall discharge or in any other manner 


discriminate against any employee because such employee has testified, ?% 


or is about to testify, or has served or is about to serve upon a wage 
board, or is or has been active in the formation thereof, or has given or 
is about to give information concerning the conditions of such em- 
ployee’s employment, or because the employer believes that the em- 
ployee may testify, or may serve upon a wage board, or may give in- 
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formation concerning the conditions of the employee’s employment, in 
any investigation or proceeding relative to the enforcement of this 
chapter. Whoever violates this section shall be punished by a fine of 
not less than two hundred nor more than one thousand dollars. 

Section 11. The commission shall from time to time determine 
whether employers in each occupation investigated are obeying its 
decrees, and shall publish, in the manner provided in section four the 
name of any employer whom it finds to be violating any such decree. 

Section 12. Any newspaper refusing or neglecting to publish the 
findings, decrees or notices of the commission at its regular rates for the 
space taken shall be punished by a fine of not less than one hundred 
dollars. 

Section 13. No member of the commission, and no newspaper pub- 
lisher, proprietor, editor or employee thereof, shall be liable to an action 
for damages for publishing the name of any employer as provided for in 
this chapter, unless such publication contains some wilful misrepresen- 
tation. 


Section 14. The commission may require employers in any occupa- 191 


tion to post notices of its hearings or of nominations for wage boards, or 
of decrees that apply to their employees, in such reasonable way and for 


such length of time as it may direct. Whoever refuses or fails to post $915 
such notices or decrees, when so required, shall be punished by a fine of 19" 


not less than five nor more than fifty dollars. The department of labor 
and industries shall enforce this section. 

Section 15. The commissioner of labor and industries shall make 
an annual report of the acts of the commission in performing the duties 
required by this chapter. 


blish find- 


1919, 350, 
8, 71. 


‘ 
ia Penalty for 
discrimina- 
Inspection to 
determine 
compliance 
wie 
required. 
i 1012, 706, § 14 
ae 231 Mass. 99. 
Penalty for 
refusing to 
Bi 1913, 706, § 15, 
231 Mase, 
Freedom 
or damages 
for publica- 
MW 2, 706, § 16. 
| Fic $0" 
Posting 
notices re- 
77, $2; 
aa d § 69. 
Annual re- 
> 
P0153, 706, § 17. | 
id 
} 
My 
i. 
TH 


APPENDIX 


99100P 9Y} JO adoos S19A00 IOUT pus Zul Bul 
seul] Suyuyquico Aq Sem JO UOISIAGI OM} UT POSIAGI SLY ‘ZUIYIOP 8,UEUIOM BUG) MoT pepesiedne 


WUIPIO S89] JO postaszy) 
Auy 819499 [IV Burpnyo 
Ur syoom OF Areva JO soul] 
OZ6I ‘T AME | OZET ‘ET “AVIV | 19958 ,, ,, oq OF, Auy | -!pio jo pooustiedxg | 40430) way 
[eloeds Aq pexg 
jo eq} O1$ 10 LT fg) saorjueiddy puv 
OZ6I ‘T | GIGT ‘ZZ | ,, poursep eq ETS 10 LT Jo 


[wloeds 
JO JOq “89013 
-usidde puv 10} pepueuw 
WINUITUTUT OY} Apjoom Auy #19930 ITV 
ueeq sey * jo eatjoods OTS Auy 


ZT 04 
puv 


‘I | GIGI | 410958 ,, peoustiodxe ,, oq OL, Auy | jo pooustiedxgy | 8, 
90100q 8819 
peyoyy 


9261 ‘08 UAANAAON NO NI NI ADVM WOAWININ 
Il XIQNaAddV 


5. 
6. 


AOVM WOWINITI 


Tue ANNALS OF THE AMERICAN ACADEMY 


eousted 
Apjoos QT (Z) 1O ZE (1) 
OTS OZ-LT (Z) pues ‘sdurystusny puw 
ZIS 49A0 10 | syoom (T) 180M YOU 8, 
Zuleq pur Jo Zurgovesr Aqyiqe Arvu JO 
| ‘Zz “Ady | 19458 ,, peoustiedxe,, poursep oq APjoom 10 OT -Ipso Jo pooustedxy | 8, 
ATYoom ZIS 49A0 10 ST (T) 
ST JO Burqoves 1945 190A 
Ul peAcTdure Ayyiqe Areu (90199P 
| ‘Zz “Ady | ,, poursep oq OF, 10 6T -Ipio jo 9 89.1098 
~ABY PUB ST JO ATIIOM OO'ZIS SI (Zz) ~ Apyiqe ‘dn-ja8 Zurpnyo 
ZZGI ‘ST Av | ‘LZ “Ady | 10358 ,, poousisedxe ,, poursep oq oF, OC ETS 4940 10 ST (1) -Ipio jo | -u!l) xoq sedeug 
CL JOU Jo 
-l4edxe jo asodind HF SI (Z 
10q 043 ul soustsed 10 ST (T pus pucceg) 
S261 ‘ST | ZZ6T “Ady | ,, pooustiedxe,, poursep oq oF, 49A0 10 Jo poousiedxy | 8, 
@A1}00 
90100qQ 
ed pepeyy 


‘Of UAANAAON NO SLLASQHOVSSVW NI NI AODVM WOWININ 


* 


_ 


- 


80 

| 
| 
| 
1 


81 


ApPpENDIX 


ue 9381 94} Sepesiedns 
prvog 


smoy jo 
yoom 10} O9'OTS puocses (Z) 
209, Auy syjuoU! xIs (1) 
jo QT 103 
‘Z | ‘LZ | ,, pooustiedxe,, oq OF, | Yoo 10} OZ'ETS -Ipio jo 
SF 
JO 10} Auy | sqjuoul g puoses 104 (T) 
puv 
uonsdno 
‘T | ‘Sz | ,, eq | Yoon 10} Auy | -tpio jo or 
aousted 
1S Auy | euewedxe syyuour ¢-¢ (1) 
puv 
uonsdns00 
Ame | ZZ6T | 10958 ,, pooustsedxe,, powsep oq oF, Auy | -tpio jo Arpuney 
aoustied 
OTS ,syoom (Z 
Z1$ QT (Z) JO SYVOM ZO (T) 
ATY9OM BS ,Sy90M Sse] 
doys OTS soustiedxe (Z) Postaey) 
yueserd ul 4I9A0 10 OT (T) 


| ‘2% 


eavy Jo ‘sy90m 

ge uotjednss0 ul 

,, ,, peursep eq 


49A0 10 QT 


Ayyiqe Area 
jo poousedx 


ivenyoou 
‘ouowly ‘uoide ‘48090 
‘ivemsepun 


= 
| 
| 
3 
é 
2 
| 
| gs 
| 
HE 
2 
= 
| 3.3333 
a 
EE: 


Auy #80] Jou 
1 


ZC 
Auy | avy} S89] jo poll 
68 Auy 10 (9) 
889] JO Jog OTS Auy 40 8, uosves (q) 
JO O8¥9 OY} UI JO OM puv (peuiquios puw posta 
a pus sucsves Buds omy Sutpnypout OM} 90190(7) 
ezer Ame | | ,, pooustiedxe,, oq OF, Apyoom 10 61 -Ipio jo pooustedxg | -u100) uonednoso 
94} UI 
g Arvurpso Aqyiqe Arvu 
‘I Avy | ‘ZT | Jo oq ay ETS Aay | -tps0 jo | puv 
Apjoo 6S 91 pooustedx 
Apjoom TIS 81004 ST-9T 
o pus t 
SZ6I “Ady | “AON | ,, pooustiedxe,, oq oO], gt | jo peousyedxg | puv pus 
0410057 
pepegy 
‘Of NO SLLASOHOVSSVA NI NI AOVM WOWININ 


| 
| 
| 
| 
ERS | 
| 


‘F 1990390 puL GIGI ‘IZ uonvdnsg poog pus sour] oy} pus 


6S Auy pus 
£10400} Apuvo ul 
‘T | 9Z6T ‘OZ “ULL jo peusep eq Apjoom Auy | jo TOT} 
9T 
< Tetoeds Aq poxy o3um : 
AIVUIPIO S89] JO 10,7 doys iejnonsed ut 
-1ed 94} 8.1804 :seotueidds puv 
38 pey ZulAvyg 
gt jO oy} Agyiqe Arvu sadojaa 
9Z6I ‘I | ‘Zz | Arvurpso jo poursep eq oF 10 | jo pooustsedxy |-uq 


‘Of UAAWAAON NO NI NI AOVM WOWININ 


xog sodvg Aq ,, puny juesuy OY posn sprvog  peusauocezy oy} 07 dn sprvog 


a | SL°ETS | OO'LTS | OG ETS | OF ETS | OZ ETS | ETS | ETS | | OF HIS | OF EIS | OS CTS | | Of GIS | 
< 
62° st og" os" “08° 08° OF 208° 02° +++ 20} 
| 9E°8S | | OS S$ | | OF'SS | OSS | OS'S$ | 00'6S | | | | | puw pivog 
° 
age |. | te | gee | | of | | as 


ONIAIT 40 L800 GaZINALI 
Ill XIGNAddV 


na 


ng and Minor Lines 


ng and Preservi 
ement with recreation. 


improv 


j 
| 
| 
| 


